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Corporate Profile 


hillips is headquartered in Bartlesville, 

Okla., where the company was founded 

in 1917. Bartlesville is located in the 

northeastern part of Oklahoma, some 
50 miles north of Tulsa. 

Phillips is engaged in these businesses: 

e Petroleum exploration and production on a 
worldwide scale 

e Petroleum marketing and refining in the 
United States 

e Chemicals production and distribution 
worldwide ; 

The company’s activities are organized into the 
following groups, whose operations are discussed 
in this report: 

_ @ Exploration and Production 
e Gas and Gas Liquids 
e Petroleum Products and Chemicals 

At the end of 1986, Phillips employed 21,800 
people, had 109,000 shareholders and assets of 
$12.4 billion. The company’s products and 
processes were licensed in 39 countries. 


About the Cover 

A company as large and diverse as Phillips 
touches those in many walks of life—employees, 
communities, suppliers and customers, to name 
just a few, in addition to its shareholders. “Our 
Many Constituencies,” the theme of this year’s 
cover, celebrates those who share in Phillips 
well-being. These constituencies not only benefit 
from the success of Phillips; their contributions 
and support have helped make Phillips a leading 
international concern. 
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“Phillips,” “the company,” “we” and “our” are used interchangeably in this 
report to refer to the business of Phillips Petroleum Company and its consolidated 
subsidiaries. Where reference is made to a particular company, it is wholly owned 
unless otherwise stated. The company’s consolidation policy is to include in 
financial statements the accounts of companies in which more than 50-percent 
interest is held, except for an insurance company and a credit company. 

Driscopipe, K-Resin, Marlex, Ryton and SuperClean are trademarks for the 
company’s products and processes named in this report. 
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To The Owners: 


he partial recovery of oil prices we've 

witnessed over the past several months 

is an indication that the petroleum 

industry may be emerging from one of 
the most difficult periods in its history. Although 
still low, oil prices have improved since the 
collapse in 1986 that had a major economic impact 
throughout the world. 

The sudden and severe drop in oil prices also 
had a serious negative effect on Phillips financial 
performance, although we were aided by the 
increasing profitability of our petroleum products 
and chemicals operations. Earnings for the year 
were $228 million, or 89 cents a share, 45 percent 
below 1985 earnings of $418 million, or $1.44 a 
share. After the elimination of nonrecurring 
adjustments and write-offs, our earnings for 
1986 were 73 percent below the level of the 
previous year. 

Because of the drop in oil prices and the fact 
that interest expenses associated with our 1985 
restructuring remained high, we took a number 
of significant steps during the year to retain as 
much financial strength and flexibility as 
possible. We made another large reduction in the 
size of our work force, temporarily froze salaries, 
reduced other operating expenses and sharply cut 
back our capital spending plans. We also trimmed 
our common stock dividend, but took care to try 
to preserve a competitive yield. 

1986 Accomplishments 

Even though 1986 was a year of extraordinary 
difficulty, our cash flow remained strong, and we 
were able to accomplish important financial 
objectives. We completed the $2 billion asset sales 
program we undertook to reduce the debt 
incurred through our 1985 restructuring and 

met our goal of bringing total debt below the 

$6 billion level before the end of 1986. As a result 


of this major reduction in our debt, our interest 
expense before income taxes dropped from 
$846 million in 1985 to $685 million in 1986. 

During 1986 we also continued to make 
significant progress in lowering our costs. A key 
element in this effort was another sizable 
reduction in our work force, achieved in large 
part through a voluntary severance program that 
offered early retirement incentives and assistance 
in finding new jobs. We brought employment 
down by 14 percent in 1986, making our work 
force nearly 40 percent smaller than it was when 
we began our reduction efforts in late 1981. As a 
consequence of our work force reduction and 
other measures, operating costs and expenses 
have been significantly reduced. 

Capital spending for Exploration and 
Production was sharply curtailed during the year 
as oil prices deteriorated. During the year, we 
reduced total capital expenditures to $655 million, 
compared with $1.1 billion in 1985, and increased 
our cash and short-term investment balances by 
$465 million. 

A detailed review of our worldwide operations 
begins on page 6. However, we would like to call 
attention to several key accomplishments in 1986 
that illustrate Phillips special strengths. 
¢ Our downstream operations—Petroleum 
Products and Chemicals—posted one of their best 
years ever and contributed significantly to our 
earnings. While lower raw material costs were an 
important factor, the profitability of this part of 
our business can also be attributed to significant 
gains we've made in operating efficiency and our 
intensified marketing of high-value products. We 
achieved record sales in our U.S. plastics 
business for the second year in a row. Demand 
continued to be particularly strong for Ryton, 
our high-strength engineering plastic, and for 
polyethylene and polypropylene, versatile plastics 
with hundreds of different applications. 

e Work began on a second production platform 
for the Point Arguello field off the coast 

of Southern California. Production from this field 
is expected to begin by the end of 1987. We also 
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installed a water-injection platform at the Ekofisk 
field in the Norwegian North Sea as one of the 
initial steps in a project that will prolong the 
productive life of this important field. In 
addition, we have begun a project to elevate 
several platforms at Ekofisk to compensate for a 
slow subsidence of the seabed. Because of this 
effort, nearly all of the natural gas we had been 
reinjecting into the underground reservoir to 
reduce the rate of subsidence can now be 
produced for sale to our European customers. 
Strategic Objectives 

While uncertainty in the oil market remains, we 
believe it is prudent to base our planning on the 
expectation that prices will remain in the $15 to 
$20 range for the next year or two. Consequently, 
we intend to focus our exploration and 


production efforts on the development of existing. 


discoveries with greatest potential to enhance our 
near-term cash flow. Our exploration will be 
highly selective, with heavy concentration on 
lower risk, mature basins. We believe this strategy 
is our best approach to replacing as much of our 
production as possible during the current period 
of low prices. 

In our Gas and Gas Liquids business, we 
are coupling a major effort to cut costs and 
streamline our gathering and processing system 
with an intensified marketing effort directed 
toward improving margins and increasing direct 
sales to consumers. We increased our reserves of 
natural gas available through contracts and 
agreements in 1986, and we have a solid position 
in a business that has potential for strong 
profitability as supply and demand come into 
better balance. 


We also intend to build on the strong 
performance of our refining, marketing and 
chemicals operations. We believe our ability to 
produce high-value products from less expensive 
feedstocks will continue to provide a competitive 
advantage, and we are taking steps to reduce our 
crude oil costs still further. Our marketing 
emphasis will be on improving profitability 
through the sale of a greater percentage of 
premium unleaded gasoline, one of our 
higher-margin products. 

In Chemicals, our primary objective is to 
facilitate the growth of our plastics business. We 
plan to increase production capability in our 
profitable K-Resin and Ryton plastics lines and to 
diversify our plastic products businesses. 

In our research efforts, we are continuing to 
give major emphasis to the ways in which high 
technology can improve our success rate-in 
exploratory drilling and reduce our finding costs. 
We're also concentrating on the development of 
better catalysts and chemical processes to 
improve our refining operations. And in view of 
our proven success in the development of new 
plastics, we are moving ahead toward the 
development of new polymers and advanced 
composite materials. 
Looking Ahead 
We anticipate capital expenditures of approximately 
$730 million this year, about a 12-percent increase 
over the 1986 total. Unless the current energy 
environment changes significantly, we expect to 
increase the amount of spending in our 1987 
capital budget for downstream projects because of 
their greater potential for return on investment. 
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one stock split in the 
form of a 200-percent 
common stock dividend 
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Debt reduction remains an important priority, 
and we intend to continue this effort as rapidly as 
financial resources permit. However, in view of 
the continuing uncertainty in oil prices and the 
restrictions on our ability to borrow money or 
refinance debt at more favorable rates, we feel it’s 
prudent to keep our cash balances at a relatively 
high level. 

The same uncertainty that shapes our business 
plans also has important implications for our 
nation’s energy future. U.S. oil production is 
heading downward, and America faces the 
prospect of relying on too few suppliers for too 
much of its energy. To keep oil prices at 
reasonable levels and moderate the impact of 
supply disruptions, it’s vitally important for 
production capacity to be developed throughout 
the world. Our industry has a-special 
responsibility to continue to build public support 
for laws, regulations and government policies that 
will encourage investment in long-term domestic 
oil and gas projects. We have long been 
advocating: 
¢ The elimination of all remaining price controls 
and regulations on the use of natural gas; 

e The removal of regulatory barriers to 
exploration and production here in the 

United States; and 

e A reduction in our industry’s tax burden— 
including repeal of the misnamed windfall profits 
tax—to better reflect the economic realities of 
today’s energy market. 

These issues are receiving new public attention 
and consideration because of a growing 
understanding that the strength of the petroleum 
industry directly affects our national security and 
the health of the entire economy. 


Our Many Constituencies 
One of the most difficult continuing 
challenges of any business is the balancing of 
short-term and long-term interests. Our 
foremost objective is to generate value in the 
form of a return on the investment that 
shareholders have made in our enterprise. 
Generating this value on a consistent basis 
requires the investment of some of today’s 
profit with an eye toward the future. And it 
requires attention to the needs of all of those 
who have a vital interest in our performance— 
our customers, employees and neighbors. 
Shareholders will benefit both now and in the 
future by the actions we take: 
e To provide value to our customers through 
~ high-quality products and services; 
e To establish a safe, challenging and 
rewarding work environment that will attract 
and retain the very best employees; and 
¢ To conduct our operations responsibly and 
ethically, so that our presence is considered a 
benefit by our neighbors in society. 

We thank our shareholders for their 
confidence and support. And we renew our 
commitment to improving our company’s 
performance for the many people who have 
an important stake in our future success. 
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For the Board of Directors, 
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Cae Silas 
Chairman and Chief 
Executive Officer 
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Glenn A. Cox 
President and Chief 
Operating Officer 
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Exploration and 
Production 


he steep decline in crude oil prices was 
the single, most critical factor that 
affected Exploration and Production 
during the year. The average price of 
crude oil dropped to $14 a barrel in 1986, 
compared with about $26 a barrel in 1985. 

To cope in this environment of sharply lower 
prices, the company is pursuing a strategy of 
developing existing discoveries to enhance 
near-term cash flow, while undertaking a 
selective exploration program with emphasis 
on lower risk, mature basins. 

A major part of this strategy includes replacing 
reserves through a balanced program of 
exploration and development drilling, enhanced 
recovery and the acquisition of producing 
properties in areas where the company already 
has production operations. 

During the year, there were some factors that 
helped mitigate the effects of sharply lower oil 
prices. For example, although capital expenditures 
were down in 1986, the company was able to 
secure new, high-potential acreage at lower costs 
than in previous years. In addition, lower drilling 
costs industry-wide enabled the company to 
continue an active drilling and development 
program in low-risk, mature geological areas. 

In 1987 about 50 percent of Phillips capital 
expenditures budget will be directed to 
Exploration and Production. Most domestic 
expenditures are earmarked for major 
development programs under way in Southern 
California and the Gulf of Mexico. Overseas, 
major projects include continuation of the Ekofisk 
waterflood in the Norwegian North Sea and 
initial development of the Audrey gas field in the 
U.K. North Sea. 

1986 Overview 

Operating profit for Exploration and Production 
was $255 million in 1986, compared with $1.9 
billion a year earlier. The primary reasons for the 
decline were sharply lower crude oil prices and 
lower crude oil and natural gas production. 

Phillips participated in the completion of 94 
exploratory wells during the year, 33 of which 
were productive. In the United States, discoveries 
were made in the Gulf of Mexico, Texas, 
California and Wyoming, while international 
discoveries were made in Nigeria and Canada. 


Asset Sales 

Phillips completed its asset sales program in 
1986, with major Exploration and Production 
properties being sold in California and the U.K. 
North Sea. The asset sales program, which began 
in 1985, lowered proved hydrocarbon reserves by 
approximately 12 percent. 

Reserves 

The company’s crude oil reserves declined for the 
year, but reserves of natural gas and natural gas 
liquids increased. Estimated worldwide proved 
reserves of crude oil decreased to 718 million 
barrels, a reduction of 20 percent. Proved reserves 
of natural gas liquids increased 14 percent to 185 
million barrels. Worldwide proved reserves of 
natural gas were up 5 percent for the year, rising 
to 5.14 trillion cubic feet. Natural gas reserves 
from Norwegian operations were adjusted 
upward as a result of reducing a gas-reinjection 
program in the Ekofisk field. Reserves were 
revised downward in 1985 when gas-reinjection 
was initiated in an effort to reduce the rate of 
subsidence in the field. 

Estimates of proved reserves are based upon 
reservoir information, technology and economics 
available at the end of the year. Adjustments are 
made to reflect changes in economic conditions, 
results of drilling and production and the 
technical reevaluation of reservoirs. 

Prices 

A worldwide oil glut caused prices, to fall sharply 
during the year. Phillips average price for U.S. 
crude oil was down 44 percent from 1985, and 
prices were 47 percent lower overseas. Natural 
gas prices, which fell 20 percent in the United 
States, were up 4 percent overseas. 

United States 

Production of crude oil and natural gas was down 
for the year. The decline was caused by asset 
sales, lower crude oil prices and an equity 
redetermination which reduced the company’s 
share of production from Alaska’s Prudhoe Bay 
field. U.S. crude oil production was down 20 
percent from 1985, and natural gas production 
was down 6 percent. 

Capital expenditures in the United States were 
$214 million, down 54 percent from 1985. 
Exploration expenses totaled $318 million, about 
the same as a year earlier. 

In 1986 the company completed—or participated 
in the completion of—522 exploratory and 
development wells, a 67-percent decrease 
from 1985. 
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Phillips continues 
to be active in the 
Gulf of Mexico, 
above. Last year, the 
company made two 
important natural gas 
discoveries in these 
waters and acquired 
further promising 

| acreage. Left, work 

| nears completion at 
the Gaviota terminal, 
scheduled to start 
receiving Phillips 
offshore California oil 
production by 
fall 1987. 


By the fall of 1987, the company expects its first 
production from the Point Arguello field in the 
Santa Maria Basin offshore Southern California. 
In 1986 work began on a second production 
platform, as well as on pipeline and processing 
facilities. A 20-inch natural gas line and a 24-inch 
crude oil line will carry production from the Point 
Arguello field, as well as other fields in the area, 
to onshore processing facilities at Gaviota. Point 
Arguello is expected to be in full oil production 
by late 1989, reaching an average gross rate of 
42,500 barrels a day from blocks in which Phillips 
has an interest. Gas production is expected to 
reach an average rate of 59 million cubic feet a day 
in 1993 from these same blocks. Phillips has an 
ownership in four blocks in the Point Arguello 
field, with interests ranging from 40 to 

50 percent. 

Two miles northeast of Point Arguello is the 
Rocky Point oil field, which Phillips continues 
to evaluate for possible development. An 
appraisal well is planned in 1987. Phillips has 
a 44-percent interest. 

The Gulf of Mexico is another active area for 
Phillips, with the promise of discoveries that can 
be brought into production quickly. During the 
year, the company participated in two important 
natural gas discoveries offshore Louisiana. 
Drilling results indicate substantial gas reserves 
from two leases. Additional drilling is planned 
in 1987 to determine further the extent of the 
discoveries. Phillips has a 20-percent interest in 
one lease and a 29-percent interest in the second. 

Lower oil and gas prices have reduced acreage 
costs as well. During the year, the company was 
awarded an interest in four federal leases in the 
Gulf of Mexico and obtained a 100-percent 
interest in 8,300 acres of oil and gas leases in 
West Texas. Late in the year, an oil discovery was 
drilled on the Texas acreage, and the company 
acquired a seismic option on an additional 46,000 
acres in the discovery area. 

The current economic environment also has 
lowered drilling costs, and Phillips has taken 
advantage of the situation by drilling a number 
of wells in mature, low-risk basins where 
discoveries can be brought on stream quickly. In 
Texas, the company participated in eight oil 
discoveries in the Hardeman Basin and made 
another oil discovery in the Texas Panhandle. Two 
oil discoveries were drilled in the San Joaquin 
Basin in California, and the company participated 
in another oil discovery in Wyoming’s Powder 
River Basin. 


To maintain production levels from existing 
fields, Phillips participated in the completion of 
358 successful development wells in California, 
Oklahoma, Texas, Wyoming, Louisiana, New 
Mexico and the Gulf of Mexico. The company also 
completed the first phase of a $20 million carbon 
dioxide-injection program in southeast New 
Mexico that is expected to recover the equivalent 
of 21 million gross barrels of crude oil over a 
17-year period. Phillips has a 29-percent interest 
in the project. 

At the end of the year, 390 secondary and 
tertiary enhanced oil recovery projects were 
under way to maintain production levels from 
older fields. These projects account for about 
one-third of Phillips daily U.S. production. 

In Alaska, production from Prudhoe Bay 
averaged 15,700 barrels of oil a day. In late 1985, 
an equity redetermination caused Phillips share 
of production to be reduced from 27,000 barrels 
of oil a day to the current level. Phillips 
production will increase to 25,000 barrels of 
oil a day in September 1987. The company is 
contesting the redetermination. 

Norway 

Production of crude oil and natural gas liquids 
was down from the Greater Ekofisk =~ 
Development in the Norwegian North Sea. This 
was primarily the result of the natural decline 
that occurs as fields mature and a labor strike 
that shut in production for 21 days in April. The 
company’s 37-percent share of production 
averaged 52,300 barrels of crude oil a day, down 
17 percent from 1985. Natural gas liquids 
production averaged 9,800 barrels a day, down 
19 percent from the previous year. 

Natural gas production was also down for the 
year, averaging 217 million cubic feet a day, a 
34-percent decline. Production was adversely 
impacted by a gas-reinjection program that was 
under way most of the year to reduce the rate of 
subsidence in one of the seven fields that make 
up Greater Ekofisk. The seafloor has subsided 
about 12 feet since the Ekofisk field began 
producing in 1971. Late in the fall, the company 
reduced the amount of gas being reinjected and 
began work on an alternate solution—a plan to 
elevate six steel platforms on the field by 20 feet. 
The operation is expected to be complete in 
the third quarter of 1987. Modifications to a 
million-barrel storage tank and processing facility 
also are planned to compensate for the effects 
of subsidence. 


Living quarters, 

right, are hoisted to 
the deck of the Ekofisk 
water-injection 
platform, scheduled 
to go into operation 
during 1987. The 
waterflood will 
recover additional 
reserves from the 
Ekofisk field. Above, 
the Maureen field in 
the U.K. North Sea is 
another major source 
of Phillips oil 
production. 


Phillips is strengthening 
its gas position offshore 
the United Kingdom. 
Development at the 
Hewett-area fields, 
above, is expected to 
increase ultimate 
recoverable gas 
reserves. Another 
field, nearby, is under 
development, with 
initial gas shipments 
scheduled for 1988. 


Steps also are being taken to extend the 
producing life of the Ekofisk field, the central 
field in the Greater Ekofisk Development. A 
water-injection platform was installed during the 
year and is expected to go into operation in the 
third quarter of 1987. 

For several years, the company has been 
making use of the spare capacity in the Greater 
Ekofisk transportation and processing system by 
entering into agreements with other producers to 
process and transport their production. In 1986 
agreements were signed to handle oil and natural 
gas from the Ula field and natural gas from the 
Tommeliten field. 

During the year, the company applied for an 
interest in a block in the Haltenbanken area 
offshore the western coast of the country. 

United Kingdom 

Phillips 34-percent share of production from 
the Maureen field in the U.K. North Sea was 
22,600 barrels of oil a day, down 5 percent from 
a year earlier. 

The company continues to study the feasibility 
of developing the J-Block field, located south of 
Maureen. During the year, two successful 
appraisal wells were completed and a 
three-dimensional seismic survey undertaken. 
Phillips is operator and has a 33-percent interest. 

A number of steps were taken during the year 
to improve the company’s natural gas position off 
the southeast coast of Great Britain. A $45 million 
development program, which will be completed 
in 1987, is expected to increase ultimate gas 
recovery from the Hewett-area fields by 50 billion 
gross cubic feet. Also, under terms of a new sales 
contract, Phillips and co-venturers will receive a 
higher price for Hewett gas delivered to the 
British Gas Corporation. During the year, Phillips 
19-percent share of production from Hewett 
averaged 54 million cubic feet a day, compared 
with 55 million cubic feet a day in 1985. 

In 1986 an onshore processing terminal at 
Bacton was modified to process an additional 240 
million cubic feet of natural gas a day and 480 
barrels of condensate a day. The facility will 
process Hewett gas, as well as gas produced by 
other operators. 

Also off the southeast coast of Great Britain, 
the company is moving ahead with the 
development of the Audrey natural gas field. 
Phillips is operator and has a 23-percent interest. 
Deliveries to the British Gas Corporation are 
scheduled to begin in 1988. 


Other Producing Areas 

In Nigeria, Phillips share of production averaged 
21,800 barrels of oil a day, down 9 percent from 
the previous year. Production is expected to 
benefit from a gas-reinjection program that began 
late in 1986. Also late in the year, the company 
discovered a new oil field. Development drilling 
is planned in 1987. 

Phillips share of production from the Espoir 
field offshore Cote d’Ivoire averaged 4,900 barrels 
of oil a day, down 9 percent from 1985. 

In Canada, Phillips share of production 
averaged 3,900 barrels of oil a day and 29 million 
cubic feet of natural gas a day. Oil production was 
down 2 percent from the previous year, and 
natural gas production was down 6 percent. In 
1986 Phillips drilled six successful exploratory 
wells in the province of Alberta. 

In 1986 the company’s share of production 
from three fields in Egypt averaged 2,100 
barrels of oil a day, compared with 2,500 barrels 
a day in 1985. In the second quarter of 1987, a 
new pipeline will begin carrying crude oil 
production from the Umbarka field to the 
Western Desert Pipeline. The new pipeline will 
lower transportation costs on existing production 
and enhance the potential for developing 
additional production. 

Offshore Indonesia, production began during 
the year from a field in the Kakap block and 
averaged 1,600 net barrels of oil a day. A 

development plan is being considered for a 
second field in the same area. Phillips has a 
15-percent interest in both fields. 

In Argentina, net production from the 
Mendoza Field Complex averaged 4,900 barrels of 
oil a day, compared with 4,500 barrels a day the 
previous year. 

Other Exploratory Areas 

Late in the year, the company began drilling 

an exploratory well on a newly acquired block in 
the South China Sea offshore the People’s 
Republic of China. The well is immediately south 
of a block where Phillips discovered an oil field in 
1985. Additional drilling is planned in 1987. 
Phillips is operator and has a 50-percent interest 
in both blocks. 

The company enhanced its drilling prospects 
overseas with the opportunity to participate in 
the drilling of exploratory wells in Pakistan and 
the Netherlands in 1987. 


Exploration and 
Production Statistics 
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Downstream Operations 


he company’s downstream operations— 
Petroleum Products and Chemicals— 
were the largest contributor to operating 
profit for the year. 
Although these businesses benefited from 
lower crude oil and energy costs, a number 
of equally significant factors led to higher 
earnings. Chief among these was the company’s 
state-of-the-art processing system, which 
transforms lower cost crude oils into higher value 
products. This system is the result of a $1 billion 
program, completed in the early 1980s, to 
modernize the company’s two largest refineries. 
Expenditures made in previous years at other | 
facilities also continued to improve operating 
efficiencies and benefit earnings. In addition, 
earnings improved as a result of lower 
transportation expenses and a general 
cost-cutting program. 


Employees of the Borger Refine NGL Cent 
"SAFETY RECORDED 2.0 5401 Sm a SA5E 


er 


Employees of the 
Borger Refinery and 
NGL Process Center 
set an all-time 
refining industry 
safety record in 1986 
by completing more 
than 9 million 
employee-hours 
without a lost-time 
injury. 


Petroleum Products 


ineteen eighty-six was one of the best 


years ever for Petroleum Products. 

Not only was operating profit up, but 

Phillips refineries were the safest in 
the industry, and the company again was 
recognized as the best supplier to independent 
marketers. 

A major factor in profitability was the 
company’s ability to process low-cost crude oils, 
while achieving one of the industry’s highest 
percentages of automotive gasoline production 
per barrel of crude runs. Phillips strong position 
in natural gas liquids enabled the company to 
blend less costly liquids into motor fuel, thereby 
increasing gasoline production at minimal cost. 
Profitability also improved as a result of selling 
higher volumes of Phillips 66 branded products. 

In the coming year, the company intends to 
build on the same factors that made 1986 a 
successful year. The ability to produce high-value 
products from cheaper grades of crude oil will 
play a large part in this strategy. 

In addition, the company will keep working to 
hold down crude costs to its refining operations. 
To support this effort, Phillips posted crude oil 
prices will continue to be kept in line with spot 
market prices, which are generally lower. The 
company also plans to keep purchasing as much 
as 15 to 20 percent of its crude needs on the spot 
market, where it can take advantage of any 
fluctuations in price. 

In marketing, efforts will continue to increase 
the sales of branded products. A major priority 
will be to increase sales of premium unleaded 
gasoline, one of the higher margin products, to 
15 percent of total gasoline sales, compared with 
9 percent currently. 

In order to increase sales of high-value 
products, Phillips plans to replace an alkylation 
unit at its Sweeny, Texas, refinery, beginning in 
1987. This will enable the company to increase 
octane by processing a higher volume of 
low-value by-products into higher octane blend 
stocks than is currently possible. By the same 
token, the unit will allow aromatics now being 
used for gasolines to be sold as petrochemical 
products. 

In 1987 about 14 percent of total capital 
expenditures will be directed to Petroleum 
Products. 


1986 Overview 

Operating profit for Petroleum Products was 
$458 million, compared with $342 million in 
1985. The improvement was due primarily to 
lower feedstock costs and improved operating 
efficiencies. 

Motor fuel sales were up for the third straight 
year, primarily as a result of higher sales of 
Phillips 66 brand products. Compared with 1985, 
sales of branded products were up 14 percent to 
the company’s independent marketers, while 
sales rose 32 percent from Phillips own retail 
outlets. U.S. sales of distillates also continued to 
improve in 1986. 

U.S. sales of natural gas liquids products were 
down 14 percent from 1985. This was caused 
primarily by greater internal use of natural gas 
liquids as feedstocks. 

Combined sales volumes of turbine fuel and 
aviation gasoline remained strong for the year. 
Phillips is a leading supplier of aviation fuel to 
fixed-base operators. 

Asset Sales 

As part of the asset sales program to reduce debt, 
Petroleum Products sold a crude oil tanker, an 
East Coast marketing subsidiary and an interest 
in a U.S. pipeline company. The company also 
sold its interest in a bitumen refinery in Great 
Britain. These sales are expected to have minimal 
impact on future earnings. 

Feedstock Supplies 

Crude oil runs were up in 1986. U.S. crude oil 
accounted for 81 percent of the company’s crude 
runs, down 7 percent from the previous year. 
Natural gas liquids processed in Phillips facilities 
were up slightly for the year. 

Refining 

Phillips operated its U.S. refineries at 100 percent 
of rated capacity, compared with an industry 
average of 83 percent. 

The cost of crude oil delivered to the company’s 
three U.S. refineries was 46 percent lower than in 
1985, reflecting the general decline in crude oil 
prices and greater reliance on lower priced 
spot-market purchases. High-sulfur crude oil, a 
low-cost grade of crude oil from which the 
company produces high-value products, 
accounted for 65 percent of the crude processed. 


During the year, Phillips expanded its 
involvement in crude oil trading in order to 
increase the company’s responsiveness to rapidly 
changing crude oil and product prices. 

The cost of natural gas liquids was down for the 
year, falling 45 percent. Natural gas liquids 
processed averaged 201,000 barrels a day, up 3 
percent from 1985. 

A major contributor to improved efficiencies 
was the company’s outstanding safety record. 
Phillips refineries have been recognized as the 
safest in the industry by the National Safety 
Council. In 1986 the company’s Borger, Texas, 
refinery set an all-time record for safety with 
more than 9 million employee-hours worked 
without a lost-time injury. 

Marketing 

Phillips continued to enhance the image of the 
Phillips 66 brand, working with independent 
marketers to improve service and appearance at 
retail outlets. In addition, the company stepped 
up its direct marketing efforts by acquiring 17 
high-volume stations in metropolitan areas where 
there was opportunity to make the Phillips 66 
brand more visible. As part of the 
brand-improvement program, the company also 
built or renovated 40 stations, all featuring the 
latest in station design and automation. These 
stations not only provide a good return on 
investment but. also set the standard for what the 
company expects from its independent marketers 
in the area. 

During the year, Phillips introduced two new 
unleaded gasolines, trademarked SuperClean. 
The gasolines have high detergent content and 
are designed to keep port fuel-injectors, as well 
as carburetors, running clean. 

For the second year in a row, Phillips was 
voted best supplier to independent marketers by 
Phillips 66 SuperClean the Petroleum Marketers Association of America. 
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unleaded and 
unleaded premium 
gasolines were 
introduced 
throughout the 
company’s 34-state 
marketing area in 
1986. Formulated to 
keep fuel injectors and 
carburetors clean, 
SuperClean gasolines 
have more continuous 
cleaning power than 
previous Phillips 
gasolines. 
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Phillips Fibers and 
Driscopipe 


Pipe/Fibers Sales 


$1.02/Ib 


—y 
Polyolefin Sales 


29.2¢/Ib 


Olefin Sales 
14.0¢/Ib 


LPG Sales 
6.5¢/Ib 


Prices are based on average 1986 data. Butanes and pentanes, used in the production of automotive gasoline, 


are excluded. 


Petroleum Products Statistics 


Average Cost 


This diagram shows 
how value is added to 
raw materials, such as 
ethane and propane, 
as they go through 
various levels of 
processing. 


Margin of Motor 
Fuel Sales Price 
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Chemicals 


hillips Chemicals business is a leader in 

return on assets among integrated oil 

companies. Over the past five years, the 

company has reshaped its operations to 
fit economic conditions, selling or shutting down 
those businesses that no longer fit current 
strategy and focusing on businesses that 
complement each other by virtue of feedstock 
position or technology. 

A major strength of Chemicals results from 
Phillips being an integrated oil company with 
both petroleum refining and natural gas liquids 
operations. These operations not only meet 
important feedstock requirements of Chemicals 
but also give the company the benefit of higher > 
margins for products as they are upgraded from 
raw materials to finished products. 

Looking to the future, the company will 
continue to focus its efforts on business lines 
where Phillips is firmly established, where it has 
strong technical and research expertise and 
where there is opportunity for future growth. 

In the plastics arena, the company plans to 
expand its K-Resin and Ryton lines and diversify 
its plastic products businesses. Another growth 
area will be catalysts, where Phillips plans to 
continue to produce and market new catalysts for 
the petroleum and petrochemical industries. 

In 1987 approximately 14 percent of the 
company’s capital expenditures budget will be 
directed toward Chemicals. 

1986 Overview 

Operating profit from Chemicals was $299 million 
in 1986, compared with $219 million a year 
earlier. Profits benefited from lower feedstock 
costs, primarily crude oil and natural gas liquids. 
Higher plant utilization rates and improved 
operating efficiencies also contributed to profits. 
Asset Sales 

As part of the company’s asset sales program, 
the company disposed of its fertilizer business 
and sold its equity interest in an olefins and 
polyolefins facility in Belgium. The company also 
sold its interests in carbon black businesses in 
Europe, North America and South Africa. These 
sales are expected to have minimal impact on 
future earnings. 

Basic Petrochemicals and Specialty Chemicals 
Production levels reached record highs for 
olefins, and the company restarted previously 


idled capacity to meet increased demand. The 
main olefins Phillips produces are ethylene and 
propylene, major feedstocks in the manufacture 
of plastics. . 

Revenues were up for specialty chemicals, and 
margins improved as a result of operating 
efficiencies and lower raw material costs. 

A worldwide drilling slump caused earnings to 
decline for Drilling Specialties Company, which 
manufactures and markets drilling mud additives 
and other oil field chemicals. 

A plant expansion completed late in 1985 
enabled Catalyst Resources Inc. to increase sales 
volumes. This subsidiary manufactures 
polymerization catalysts for the plastics industry. 
Plastics 
The company’s U.S. plastic resins and products 
businesses had record sales volumes for the year, 
and worldwide production reached its-highest 
level ever. To meet increased demand, an 
expansion of the company’s polypropylene 
facilities was under way at the end of the year at 
the Houston Chemical Complex. When the 
expansion is completed in 1987, capacity will be 
increased by 170 million pounds, bringing total 
capacity to 420 million pounds. Phillips 
manufactures four major plastic resins: Marlex 
polyethylene, produced by the world’s most 
widely used high-density process; Marlex 
polypropylene, used in synthetic fibers and other 
plastic products; Ryton, an engineering plastic 
with heat and corrosion resistance; and K-Resin, 
a clear plastic used in disposable containers and 
packaging. 

Sales volumes were up slightly for Phillips 
Driscopipe Inc., a subsidiary that manufactures 
polyethylene pipe for the oil and gas industry, 
municipalities and fiber optics businesses. The 
company significantly increased sales to 
industrial and municipal markets, offsetting a 
decline in oil field applications. An expansion 
was completed during the year at a plant in 
Watsonville, Calif. 

Several new advanced composites based on 
Ryton plastic were introduced during the year. 
Advanced composites, often referred to as 
synthetic metals, are being used in the aerospace, 
defense and industrial markets. 

Phillips Fibers Corporation, a wholly owned 
subsidiary, achieved record sales volumes in 1986 
for the fourth year in a row. Demand continued 
to be strong for polypropylene fibers and for 
nonwoven fabrics in textile and civil engineering 
markets. 
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Work to expand 
Phillips polypropylene 
facilities near Houston 
is scheduled for 
completion late in 
1987. The project will 
boost production 
capacity there by 
almost 70 percent. 
Above, sections of 
Driscopipe are 
shipped to market 
from the Watsonville, 
Calif., plant. Driscopipe 
sales held their own 
last year, despite a 
downturn in oil-field 
orders. 


Chemicals Statistics 
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An order of Phillips 1000 
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shipping at the 300 
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company’s Bayport, 
Texas, plant. Sales 
volumes were up 
last year for these 
catalysts, used 
primarily in the | 
manufacture of 
plastics. 
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Operating Revenues 


Basic petrochemicals and 


82 83 84 85 86 
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People 


hillips people continued to adapt to 


changing conditions in the company and 


the oil industry in general. Streamlining 

and consolidations, made to improve 
efficiencies in the operating groups and staffs, 
also broadened the roles of many employees. In 
addition, productivity improved significantly as 
employees became more involved in | 
decision-making and undertook only those 
projects that reflect the company’s highest 
priorities and objectives. 
Employment 
At the end of the year, Phillips employed 21,800 
people, down 3,500 from 1985. Approximately 
2,600 people took advantage of.a special 
separation program, which offered incentives 
such as outplacement services and enhanced 
retirement benefits. The remainder of the work 
force reduction came as the result of normal 
attrition or by the sale of assets. Over the past 
five years, Phillips has reduced total employment 
by 37 percent. 

Women and minorities accounted for 16 percent 
of the company’s U.S. work force in 1986. Women 
held 5 percent of the managerial jobs, and 
minorities held 7 percent. 

Employee Participation 

Phillips Suggestion Plan ranked first in the 
petroleum industry for savings per employee and 
fourth among all companies of 6,000 or more 
employees. The rankings were made by a 
national organization that represents all 
suggestion plans. 

Although Phillips work force was smaller, 
participation in the company’s Suggestion Plan 
continued at a strong pace, with an average of 
more than 80 suggestions submitted for each 100 
eligible employees. First-year tangible savings 
from suggestions were $15 million, compared 
with $21 million in 1985. The total amount paid to 
employees for their suggestions was $1.3 million 
in 1986, the same as a year earlier. During the 
year, the company made its first $50,000 
suggestion awards, the highest given. Three 
suggestions received the maximum award. 

Participative Action Teams continued to 
contribute to efficiency and profitability. These 
teams, which meet regularly to solve work-related 
problems, encourage innovation and improve 
understanding of business operations and 


management problems. Since the program began 
in 1981, Participative Action Teams have reduced 
costs by approximately $11 million. 

Safety 

In 1986 Phillips refining operations were the 
safest in the industry, with the Borger, Texas, 
refinery setting a new record of 9 million 
employee-hours without a lost-time accident. 
Overall, Phillips safety record remained in 
second place among major oil companies. 
Recordable injuries were 8 percent lower for the 
year, with lost workday cases remaining the 
same. Vehicle accidents were reduced 25 percent, 
and property loss was down 60 percent. An 
accident near a gas-gathering system resulted in 
one employee death during the year. 


Sweeny refinery 
employees Jim 
Hensley, left, and 
O.D. Campbell shared 
the company’s top 
suggestion award, 
$50,000, in 1986. 
Their suggestion led 
to a major increase in 
ethylene output. 


Technology 


hillips continues to support its main 
businesses through strong research and 
development and greater reliance on 
high technology. In addition, the 
company is committed to developing new 
markets for its research accomplishments and 
has established a special organization to test- 
market new products and processes. One 
example of a product successfully test-marketed 
by this organization is Phillips line of advanced 
composites, which were placed in the 
company’s Chemicals operations in 1986 for 
full commercialization. 
Exploration & Production 
A team of experts in the areas of technical 
computing, geoscience and drilling and 
production research work together to meet the 
needs of the company’s Exploration and 
Production organization. 

The study of oil and gas reservoirs, critical to a 
successful exploration and production program, 
continues to be a major thrust. During the year, 
new methods were developed to measure rock 
properties in the Ekofisk reservoir in the 
Norwegian North Sea. These measurements will 
provide information necessary to optimize future 
oil and gas production. In addition, the company 
is working to increase production rates from 
individual wells in the North Sea by improving 
acid-fracturing techniques. Sophisticated 
computer technology was installed at key 
production areas during the year to simulate 
reservoir conditions and better predict future 
production rates. 

Phillips geoscientists continued to make 
progress in reducing petroleum finding costs by 
utilizing more reliable methods to determine rock 
properties from geological and geophysical data. 
To improve success rates in exploratory drilling, 
advanced computer technology was employed 
that improves the seismic images of complex 
formations. 

The use of technical data bases is becoming 
increasingly important in exploration and 
development, and a strong effort is under way to 
develop integrated systems and programs to 
make data more readily accessible and useful. 


Petroleum and Chemical Processes 

Phillips researchers continue to develop new 
processes to enhance the profitability of the 
company’s downstream businesses. 

To aid refining operations, a catalyst bed 
support for upgrading crude oil was developed 
and placed in service at the company’s Sweeny, 
Texas, refinery. New procedures also were 
developed that allow the company to evaluate 
more rapidly the catalysts used in refining. 

To reduce the problem of clogged fuel injectors 
in late-model cars, a new line of detergent 
unleaded gasolines was formulated and tested. 
The gasolines, introduced later in the year under 
the Phillips 66 SuperClean brand, have higher 
levels of detergent additives than previous 
Phillips gasolines. 

The company improved its efficiency in 
handling solid waste materials by making 
modifications to its hazardous waste incinerator, 
located at research facilities in Bartlesville, Okla. 
The incinerator, the first to receive a federal 
permit, has destroyed more than 3 million 
pounds of hazardous waste since mid-1984. 

The company plans to apply for permits for 
commercial-size incinerators at its two Texas 
refineries in 1987. 

During the year, Phillips researchers developed 
a process that uses a new family of absorbents to 
reduce the emissions of sulfur oxides from gas- 
processing plants. The absorbents are reusable 
and reduce emissions well below mandated 
environmental limits. The proprietary process 
requires low capital investment and can be used 
in remote gas field locations as well as in normal 
refinery operations. Sulfur oxides are a major 
component of acid rain. 

Polymers and Materials 

The company continued to build on its expertise 
in plastics development. During the year, a 
unique hydrocarbon monomer was developed 
that, when polymerized, yields a clear, tough and 
thermally stable plastic that can be used for a 
variety of molding, film and fiber applications. In 
the area of high-density polyethylene, a new 
polymer was developed that is both strong and 
corrosion-resistant. A new process also was 
developed for manufacturing rotomolding resins, 
used in the production of large chemical storage 
tanks, trash containers and sporting equipment. 

In the area of advanced composites, a new 
polyarylene sulfide resin was produced and 
converted into a composite material with unique 
properties for the aerospace industry. The 


composite is resistant to high temperatures and 


to the corrosive effects of a wide variety of aircraft 


fuels, hydraulic fluids and lubricants. 

Technology was developed to produce three 
new organosulfur chemical products that can 
be used in rocket binders, surfactants and 
lubricant additives. 

In another development, the company 
discovered a low-cost process to produce ceramic 
powders, which in finished parts can withstand 
temperatures of 2000 degrees E These powders 
are expected to find commercial application in 
electronics and heat engines. 

A number of steps were taken to enable the 
company to analyze products more efficiently. In 
refining, the company’s newly developed 
laboratory robot was installed at the Borger, 
Texas, refinery to perform routine analytical tests. 
In addition, a method was developed to 
determine more accurately the components of 
natural gas liquids, an important factor in 
contract agreements with producers. 
Biotechnology 
Phillips continues to use its fermentation and yeast 
recombinant technology to produce proteins that 
have potential use in the pharmaceutical 
industry. Among these products are tumor 
necrosis factor, which is a natural protein with a 
potential for treating cancer, the antigen for 
Hepatitis B vaccines and streptokinase for 
cardiovascular treatment. 


Phillips has joined two German pharmaceutical 


companies to produce and market certain 
pharmaceuticals, including a protein used in the 
diagnosis of human dwarfism. 

New developments continue to be made in 
developing pheromones, environmentally safe 
substances that can be used to control 
agricultural pests. A pheromone developed by 
Phillips researchers to aid cotton farmers was 
marketed during the year, and four other 
pheromones are expected to be commercial in the 
near future. Provesta Corporation, a wholly 
owned subsidiary, produces and markets many of 
Phillips biotechnology products and processes, 
including pheromones, synthetic proteins 
and enzymes. 

Patents 

Phillips received 222 U.S. patents and 286 foreign 
patents during 1986. At the end of the year, the 
company held 5,161 active U.S. patents, the most 
of any oil company. Licensing revenue was up 
slightly from 1985. 
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A process for 
producing a new 
hydrocarbon monomer 
entered the pilot plant 
stage at Phillips 
research facilities in 
Bartlesville during the 
year. The monomer, 
expected to find 
commercial use in 
certain new-age 
plastics, offers improved 
performance in 
high-temperature 
applications. 
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Corporate Citizenship 


s the cover of this annual report 

demonstrates, the people who share in 

the success of Phillips Petroleum 

Company are widely divergent in their 
backgrounds and interests. They range from the 
citizens of the communities where the company 
operates to the stockholders, who own the 
company. They include the independent 
marketers who sell Phillips 66 products and the 
customers who buy them. Phillips is its retirees, 
who have laid the foundation for the future, and 
employees who will build on it. 

The company is committed to each of its 
constituencies. One measure of that commitment 
is the amount of charitable dollars Phillips 
contributes each year to help provide for the 
overall well-being of the people who share in the 
company’s success. In 1986, $7.4 million was 
given to organizations involved in youth, civic, 
cultural, educational, health and welfare 
activities. 


Young ballerinas 
polish their talents at 
the Oklahoma 
Summer Arts 


Institute, one of many 
fine arts organizations 
supported by Phillips. 


Community Involvement 

Phillips philanthropic activities benefited various 
groups, such as a senior citizens’ activity center, 
a summer arts camp for talented arts and - 
humanities students, an economics education 
program for clergy and flood relief for a 
community. 

Amateur swimmers and divers continued to 
benefit from the company’s support of these two 
sports. During the year, the company sponsored 
clinics and national championships for young 
people. The company has been national sponsor 
of United States Swimming since 1973 and 
United States Diving since 1979. 

Educational Support 

Approximately $4 million of the company’s 
contributions went to education and educational 
films. Some 450 colleges and universities 
benefited from this support. 

The company’s newest film series, “Challenge 
of the Unknown,” was distributed during the year 
to schools across the country. The seven-part 
series seeks to help students understand the 
relevance of mathematics. The films were 
developed for math students in elementary, 
junior and senior high schools and include 
teaching materials for instructors. 

The company’s two other film series, “American 
Enterprise” and “The Search for Solutions,” are 
the most widely viewed educational films in the 
United States. 

Environmental Protection 

Capital expenditures of $28 million were 
approved during the year to protect and improve 
the environment; another $109 million was spent 
to operate and maintain existing environmental 
control systems. Among the major projects 
completed were solid waste disposal facilities at 
the Borger, Texas, refining and petrochemical 
complex and a system for handling oily waste at 
the Borger refinery. 

Energy Conservation 

A companywide energy conservation program 
saved the equivalent of 300,000 barrels of crude 
oil during the year. This is the 14th consecutive 
year that the company’s rate of energy use has 
been reduced. Since 1973, when the program was 
first initiated, the company has reduced its rate of 
energy use by 33 percent. The efficient operation 
of existing facilities and state-of-the-art design of 
new facilities continue to be important factors 
behind the company’s ability to meet its energy 
conservation objectives. 


Oil and Gas Operations 


Consistent with Financial Accounting Standards Board (FASB) 
Statement No. 69, “Disclosures about Oil and Gas Producing 
Activities,” and in accordance with regulations of the Securities 
and Exchange Commission (SEC), the company is making certain 
disclosures about its oil and gas exploration and production 
operations. While this information was developed with reasonable 
care and disclosed in good faith, it is emphasized that some of the 
data are necessarily imprecise and represent only approximate 
amounts because of the subjective judgments involved in 
developing such information. Accordingly, this information may 
not necessarily represent the present financial condition of the 
company or its expected future results. 
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Management’s Discussion and Analysis 
February 17, 1987 


HIGHLIGHTS 
Consolidated net income for 1986 was $228 million, 
compared with $418 and $810 million for 1985 
and 1984, respectively. Minerals operations were 
discontinued in 1985, resulting in a charge of 
$178 million to earnings. Revenues for 1986 were 
$10.0 billion, compared with $15.8 billion for 1985 
and $15.7 billion for 1984. 

The decline in crude oil prices was the 
single, most significant factor that affected the 
company’s performance during 1986. As a result, 
the company took a number of actions to enhance 
its financial position to meet the challenge of 
operating in an environment of reduced and 
unstable oil prices and a changing economy. The 
most significant were as follows: 
e The company successfully completed its asset 
disposition program, which it began in 1985 as 
part of a major debt-reduction program. 
e The company restructured its primary 
retirement plan, which resulted in $379 million of 
surplus funds being returned to the company. 
° The company offered a special separation 
program, which reduced the work force by 
approximately 2,600 and lowered operating costs. 
Total employment is down 37 percent from 1981. 
e Phillips reduced total debt by $839 million 
in 1986 to $5.9 billion. Total debt has declined 
$2.7 billion from a peak of $8.6 billion since the 
company’s Exchange Offer in 1985, when the 
company exchanged $4.5 billion of debt securities 
for 72.58 million shares of common stock. The 
debt reductions were achieved through sales of 
assets, the retirement plan restructuring, cost 
reductions and adjustments in capital spending. 


RESULTS OF OPERATIONS 

Income from continuing operations for 1986 
was $234 million, compared with $596 and 
$837 million for 1985 and 1984, respectively. 

The primary factors behind the 1986 decline in 
income from continuing operations were lower 
worldwide crude oil and natural gas sales prices 
and production, lower sales prices for petroleum 
products and natural gas liquids, and higher 
special separation program expenses. These 
negative factors were partly offset by lower 
feedstock and operating costs for the company’s 
downstream operations, lower natural gas 
purchase costs, the gain from restructuring the 


PHILLIPS PETROLEUM COMPANY 


company’s retirement plan and lower interest 
expense. The decline in income was also offset by 
lower crude oil excise taxes in 1986 and foreign 
currency transaction gains in 1986 versus losses 
in 1985. 

The following demonstrates the significant 
change in 1986 average sales prices, compared 
with 1985: U.S. crude oil, $13.83 per barrel, down 
44 percent; foreign crude oil, $14.35 per barrel, 
down 47 percent; U.S. natural gas, $1.70 per 
thousand cubic feet, down 24 percent; foreign 
natural gas, $3.87 per thousand cubic feet, up 4 
percent; U.S. natural gas liquids, $7.89 per barrel, 
down 40 percent; automotive gasoline, $.49 per 
gallon, down 40 percent; and distillates, $.48 per 
gallon, down 38 percent. 

For 1986, the company’s worldwide crude oil 
production was down 15 percent, natural gas 
production was down 14 percent, and production 
of natural gas liquids was about the same as 1985. 
Contributing to the decline in crude oil and 


Summary of Income 


Years Ended December 31 Millions of Dollars” 


1986 1985* 1984* 
Petroleum Exploration and hoy 
Production 
United States $ (146) 606 610 
Outside United States) (7111/1401) 9) i/l)a)273) ies 
255 1,879 797 
Gas and Gas Liquids (8) 291 344 
Petroleum Refining, Marketing 
and Transportation 
United States 443 327 182 
Outside United States 10007017) 1950004501) aie 
458 342 203 
Worldwide Petroleum 705 PEND 2,344 
Worldwide Chemicals 299i 2 
Corporateand Other s—~*é«B'2).-——s«(778)——s«(AT) 
Income from Continuing 
Operations before Income Taxes 692 1953 2,118 
Income taxes 0 Tass wil 1,357 } Me 
Continuing Operations Neth 234 596 837 
Discontinued Operations STS Vers 
Net income | 


*Effective January 1, 1986, certain corporate expenses previously allocated 
to operations were included in Corporate and Other. Accordingly, 1985 
and 1984 operating results are restated. 


natural gas production were the sale of 
producing properties, lower sales prices and an 
equity redetermination of the company’s share of 
production from Alaska’s Prudhoe Bay field. 


Petroleum Exploration and Production 
Pretax earnings for 1986 were $255 million, 
compared with $1.9 billion in 1985 and 
$1.8 billion in 1984. 

Domestic operations showed a pretax loss of 
$146 million, compared with pretax earnings of 
$606 million in 1985 and $610 million in 1984. 
The decrease in 1986 was due primarily to lower 
sales prices and production for both crude oil 
and natural gas and higher depreciation, 
depletion, amortization and retirements. These 
negative factors were partly offset by lower 
lifting costs and lower crude oil excise and 
production taxes. The increase in depreciation, 
depletion, amortization and retirements was due 
primarily to a reduction in certain estimated oil 
and gas reserve quantities, since previously 
estimated recovery was no longer considered 
economically feasible due to the dramatic decline 
in oil and gas prices. 

Pretax earnings outside the United States were 
$401 million in 1986, compared with $1.3 billion 
in 1985 and $1.2 billion in 1984. The decrease 
was due primarily to lower crude oil sales prices 
and production, and lower natural gas 
production. Natural gas production was 
adversely impacted by a gas-reinjection program 
that was under way most of the year to reduce 
the rate of subsidence in the Ekofisk field, one of 
the fields that make up Greater Ekofisk offshore 
Norway. 


Gas and Gas Liquids 

Operations showed a pretax loss of $8 million, 
compared with pretax earnings of $291 million 
in 1985 and $344 million in 1984. The $299 
million decrease in 1986 was due primarily to 
lower sales prices and volumes, partly offset by 
lower natural gas purchase costs. 


Petroleum Refining, Marketing and 
Transportation 

Pretax earnings for 1986 increased 34 percent to 
$458 million, compared with $342 million in 1985 
and $203 million in 1984. The improvement was 
due primarily to lower feedstock and operating 
costs, partly offset by lower sales prices, primarily 
for gasoline and distillates. 


Chemicals 

Pretax earnings for 1986 increased to $299 million, 
compared with $219 million in 1985 and $221 
million in 1984. Earnings benefited from lower 
feedstock costs and improved operating 
efficiencies. Partly offsetting these increases 

were lower sales prices, primarily for olefins and 
polyethylene. 


Corporate and Other 

Corporate and Other, consisting primarily of 
interest expense, interest income and unusual 
items, reflected a pretax loss of $312 million in 
1986, compared with pretax losses of $778 and 
$447 million in 1985 and 1984, respectively. The 
improvement in 1986 of $466 million was due 
primarily to the gain from restructuring the 
company’s primary retirement plan and lower 
interest expense. The improvement was partly 
offset by higher expenses for the special 
separation programs. 


Provision for Income Taxes 

The provision for income taxes for continuing 
operations was $458 million in 1986, compared 
with $1.4 and $1.3 billion in 1985 and 1984, 
respectively. Lower financial income due to the 
decline in crude oil prices was the primary 
reason for the lower income tax provision in 
1986. The effective income tax rate, including 
discontinued operations, was 66 percent in 1986, 
compared with 74 percent in 1985 and 61 percent 
in 1984. 

FASB in 1986 issued an exposure draft on 
accounting for income taxes that would 
significantly change the rules under which 
deferred income taxes are computed. Assuming 
the new rules are adopted as described in the 
exposure draft and Phillips implements them in 
1987, it is expected that they will have a 


Total Taxes, Net Income and 
Cash Dividends 


(Per Average Common Share) 
6 a 


Capitalization 
(Billions of Dollars) 


| i 
82 83 84 85 86 


@ Preferred Stock 
® Long-Term Debt 
®™ Common Equity 


™ Total Taxes 
® Net Income 
@ Cash Dividends 


significant favorable impact on 1987 earnings. 
This impact will result from adjusting existing 
deferred income taxes, partly offset by recording 
tax on the company’s equity in undistributed 
earnings of certain companies and corporate 
joint ventures. 


CAPITAL RESOURCES AND LIQUIDITY 
The company’s current ratio, the ratio of current 
assets to current liabilities, was 1.3 at year-end 
1986, compared with 1.0 and .9 for 1985 and 
1984, respectively. The improvement in the 
current ratio for 1986 was primarily due to an 
increase in cash and short-term investment 
balances of $465 million, which resulted from 
operations, the company’s asset sales program 
and the retirement plan restructuring, partly 
offset by long-term debt payments. Accrued © 
taxes were significantly reduced during 1986, in 
part because the company settled certain 
pending claims. 

The company’s short-term liquidity position is 
stronger than the current ratio indicates because 
inventories are valued using the last-in, first-out 
(LIFO) method, which values inventories at 
lower historical costs. 

During 1986, as in 1985, the company continued 
its emphasis on repaying debt obligations 
having relatively near-term maturities. Total 
indebtedness was reduced $839 million. This 
included a long-term debt reduction of $790 
million to $5.8 billion. The long-term debt 
reduction was composed of $618 million of 
prepayments and open market purchases, $182 
million now classified as current and an 
offsetting $10 million drawdown under an 
existing credit facility. Compared with year-end 
1985, the current portion of long-term debt 
decreased $25 million, reflecting $207 million of 
scheduled debt payments. 

During 1986, the company and Phillips 
Petroleum Credit Corporation (Credit) canceled 
the remaining $300 million of their $1 billion 
Revolving Credit Facility which would have 
otherwise terminated in April 1988. The 
company and Credit also chose not to renew 
$152 million of individual lines of credit in 1986. 

As discussed in Note 10 to the financial 
statements relative to the retirement plan 
restructuring, the company has agreed to 
certain restrictive covenants in a letter of credit 
agreement. One of these covenants requires that 
the company maintain minimum cash balances 
of $750 million. The letter of credit provided 


under the agreement indemnifies an insurance 
company for payment of additional benefits to 
plan participants that would be required should 
a change in control of the company occur prior 
to January 1, 1988. At the company’s option, the 
letter of credit may be prefunded and the letter 
of credit agreement canceled. 

In addition to debt reduction, several other 
actions were taken during 1986 to increase the 
company’s financial flexibility: the work force 
was reduced by 3,500 employees—2,600 of whom 
accepted a special separation program—to a 
year-end level of 21,800; on April 29, 1986, the 
company reduced its quarterly common stock 
dividend from 25 to 15 cents per share; and 
capital expenditures were reduced significantly 
from prior year levels. 

Amidst an uncertain oil and gas pricing 
environment, the company has chosen to 
maintain cash balances in excess of its 
day-to-day operating needs. These cash 
balances, along with cash flow from operations, 
are anticipated to meet the company’s expected 
liquidity requirements. 

During 1986, the company announced that it 
may repurchase up to six million shares of its 
outstanding redeemable preferred stock prior to 
December 31, 1987. Through year-end 1986, 
619,739 shares had been repurchased. 

Phillips worldwide operations are capital 
intensive, requiring significant expenditures over 
long construction periods. Capital expenditures 
for properties, plants and equipment totaled 
$655 million in 1986, compared with $1.1 billion in 
1985 and $1.4 billion in 1984. Over the past three 
years, significant expenditures have been made 
for developing the Point Arguello field in the 
Santa Maria Basin offshore California and the 
waterflood project in the Norwegian North Sea; 
for developing existing domestic properties and 
connecting new gas to existing facilities; for 
modernizing and improving the feedstock 
flexibility of Phillips major refineries; and for 
modernizing Phillips retail gasoline outlets. 
During this period, almost 80 percent of the 
company’s capital expenditures were made in 
the United States. Over the three-year period, 
capital expenditures for Petroleum Exploration 
and Production operations accounted for 58 
percent of the total; Gas and Gas Liquids 
operations—18 percent; Petroleum Refining, 
Marketing and Transportation operations—9 
percent; Chemicals operations—5 percent; and 
Corporate and Other—10 percent. 


In addition to capital expenditures, Phillips has 
charged against income a total of $1.5 billion 
over the past three years as a result of its 
worldwide exploration for petroleum reserves. A 
comparison of the components of exploration 
expense is shown below. 


Millions of Dollars 


1986 1985 1984 

Geological and geophysical isd 0801!" 569 
Leasehold impairment - 191 ashi ase 
Deybole oi) juli PASO Ne BSH 409 
Lease rentals 12 Mero a3 
$457 5 AI NE ZA, 


The company’s crude oil reserves declined 20 
percent for the year, but reserves of natural gas 
and natural gas liquids increased 5 and 14 
percent, respectively. The asset disposition 
program, which began in 1985, lowered proved 
hydrocarbon reserves approximately 12 percent 
over the two-year period. The increase in natural 
gas reserves was primarily due to reducing the 
gas-reinjection program in the Ekofisk field. These 
reserves had been revised downward in 1985 
when the reinjection program was initiated. 

The company’s major net income exposures to 
foreign currency movements are due to its foreign 
deferred tax liabilities. Changes in the value of 
the dollar against certain foreign currencies can 
result in sizable fluctuations in net income 
because FASB Statement No. 52, “Foreign 
Currency Translation,’ requires foreign deferred 
taxes to be valued at current exchange rates. The 
company does not hedge these exposures because 
gains and losses on foreign deferred taxes do not 
impact cash flow. The company hedges, where 
feasible and appropriate, foreign exchange 
exposures which impact cash flow. 

The Tax Reform Act of 1986 is expected to have 
minimal impact on the company’s liquidity 
position for the years 1987 through 1989, 

_ assuming that oil prices remain in the mid-teens. 
In later years, the tax savings attributable to lower 
tax rates are expected to be more than offset by 
the repeal of the investment tax credit and 
changes in depreciation and intangible drilling 
cost rules. The impact on income from 
continuing operations is not expected to be 
material. 


CHANGING PRICES AND THE EFFECT OF 
INFLATION 

Market conditions continue to be the primary 
factor in determining the prices and costs of 
company products. Inflation did not have a 
significant effect on other aspects of the 
company’s operations during 1986. 


OUTLOOK 

Looking forward to 1987, the major uncertainty is 
the price of oil and gas. An environment of 
fluctuating oil and gas prices requires constant 
reassessment of spending plans on long-term 
projects. Phillips expects that capital expenditures 
for 1987 will be between $700 and $800 million. 
The major portion of capital expenditures will be 
devoted to projects for Petroleum Exploration and 
Production, primarily for development of 
offshore California and Gulf of Mexico properties, 
the Ekofisk field waterflood program and the 
Audrey field in the U.K. North Sea. Expenditures 
for Gas and Gas Liquids will be devoted 
primarily to connecting gas to existing plants in 
active drilling areas and maintaining processing 
plants. Downstream capital expenditures will 
include modifying refineries to meet the EPA lead 
phase-down rule and allow higher octane motor 
fuel production which will support Phillips 
expanding motor fuel sales program; completing 
the polypropylene plastic resin facilities 
expansion at the Houston, Texas, chemical 
complex; and expanding polypropylene 
nonwoven fabric production lines. 

Due to sales of assets, the natural decline 
that occurs in maturing fields and temporary 
reductions mandated by foreign governmental 
authorities, the company expects crude oil 
production to be approximately 10 percent lower 
in 1987, compared with 1986. 

The company’s financing alternatives continue 
to be affected by the current level of long-term 
debt and attendant interest expense, continuing 
uncertainty in oil and gas prices, and the loss of 
investment-grade ratings for the company’s 
bonds. Over the next three years, Phillips hopes 
to reduce its debt to between $4.5 and $5.0 
billion. To meet its liquidity requirements and 
reduce existing debt balances, the company will 
look primarily to funds from operations and 
existing cash balances. 


Common Stock Prices and Cash Dividends Per Share 


i iB nec CORTE I k il aj 2a) lll a 

_ Stock Price —_—dDiividends ____Stock Price ___—Dividends 

Quarter La Soa MANIPAL ll ee hy Bows sh ee 
2 SIMA ARNEL MO MISC 2 AIH OC YE MU AN aA ih ule |e 
Second NTU A I TT CU Un CUMS tCCgT 0 AR RE gO ed sO nS LIA i 
We) 10 cE TIN OUTST EV AER ee TR A 24M ec 
Preorder g UTE  e Lf A MMe es MM Act 
Closing Stock Price at December 31, 1986 _ NMA i! Lge ec RR Ac MMS DMI ged 2 
Number of Stockholders of Record at January 31,1987 Re ET eee 


*Adjusted for three-for-one stock split in the form of a 200-percent common stock dividend effective May 31, , 1985. 


Phillips common stock is traded on the New York, Pacific and Toronto stock exchanges. 


Selected Financial Data 


E986) 0 A985 SS 
Sales and other operating revenues sii) ba LE $9,786) 0 1S,636 "1 19,927 28 a 15,697 
Income from continuing operations (UU) MnuilMMicll aie 28 Le WLAN UO NETS ASU I eee AL DMT NN ese noe 701 
Income from continuing operations percommon share OF THB 
Totalassets 005 TS eT Oa S29 NN LAY OES SANDE SM Re eo 
Long-term debt) .0)0 UN SUN UIT ZUR GAT NN ct 3 re 
Redeemable preferred’stock) (000) 27 Nn lobes Ty ti RN cal en 
Cash dividends declared 
_Percommon share* DHHS ee ag WM PI SMM 0 OE ln cea lla 
Per preferred share 2.02 LOGI ee 


*Adjusted for three-for-one stock split in the form of a 200-percent common stock dividend effective May 31, 1985. 


See Management’s Discussion and Analysis for discussion of factors that would enhance an understanding of 
these financial data. 


Report of Certified Public Accountants 


The Board of Directors and Stockholders 
Phillips Petroleum Company 


We have examined the accompanying consolidated balance sheet of Phillips Petroleum Company at 
December 31, 1986 and 1985, and the related consolidated statements of income, changes in common 
stockholders’ equity and changes in financial position for each of the three years in the period ended 
December 31, 1986. Our examinations were made in accordance with generally accepted auditing standards 
and, accordingly, included such tests of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances. 


In our opinion, the statements mentioned above present fairly the consolidated financial position of Phillips 
Petroleum Company at December 31, 1986 and 1985, and the consolidated results of operations and changes in 
financial position for each of the three years in the period ended December 31, 1986, in conformity with 
generally accepted accounting principles applied on a consistent basis during the period. 


Tulsa, Oklahoma 
February 17, 1987 


Consolidated Statement of Income PHILLIPS PETROLEUM COMPANY 


Years Ended December 31 Millions of Dollars 
1986 1985 1984 
Revenues | 
Sales and other operating revenues $ 9,786 15,636 Ly 27, 
Equity in earnings of affiliated companies 64 a7 42 
Other revenues | ies 127 177 
Total Revenues 10,015 15,800 15,746 
Costs and Expenses 
Purchased crude oil and products 5,313 9,041 9,057 
Production and operating expenses 1,626 1,829 i 1,898 
Exploration expenses yc 573 
Selling, general and administrative expenses | 308 412 ‘476 
Depreciation, depletion, amortization and retirements 1,097 1,044 905 
Taxes other than income taxes | 210 406 405 
Interest and expense on indebtedness | 685 846 314 
Unusual items | | (373) (180) ie 
Total Costs and Expenses 9,323 13,847 13,628 

Income from continuing operations before income taxes 692 1,953 2,118 
Provision for income taxes 458 | 11357, | | 1,281 
Income from Continuing Operations 234 596 837 
Discontinued operations (net of income taxes) | | fi 

Loss from operations wi | (7) _ (27) 
~ Loss on disposal (6) (171) — 
Net Income $ 228 Medes at 810 
Net Income Applicable to Common Stock $ 202 401 810 


Income Per Share of Common Stock 


Continuing operations: Soe A OTTAWA ELT 
Net income $ §@6.89 1.44* 1 LD Ast 
Average Common Shares Outstanding (in thousands) 227,546 278,916* 462,247* 


*Adjusted for three-for-one stock split in the form of a 200-percent common stock dividend effective May 31, 1985. 
See accounting policies and notes to financial statements. 


Consolidated Balance Sheet 


At December 31 


Assets 
Current Assets 
_ Cash and Short- ‘Term Investments 


Accounts and Notes Receivable ; 
(less allowances: 1986—$10; 1985—$16) _ 


“Inventories 
Prepaid Expenses and Other Current Assets 
Total Current Assets 
Investments and | Long- -Term Receivables 
Properties, Plants and Equipment (net) 
Deferred Charges it 
Net Assets of Discontinued Operations 
Total i 
Liabilities 
Current Liabilities 
Accounts Payable 
| Notes Payable 


i Long- -Term Debt due within o one year 


Accrued Income and Other Taxes 
Other Accruals 
Total Current Liabilities 
Long- Term Debt 
Other Long- -Term | Liabilities 
Accrued Contingent Liabilities | 


Deferred | Income Taxes 


Minority. Interest in Consolidated Subsidiaries 
Total Liabilities 


Redeemable Preferred Stock 
Series A Adjustable Rate ($1.00 par value) 
Shares Issued and Outstanding (1986—11,341,460; 1985—11,961,199) 
(mandatory redemption value: 1986—$284; 1985— $299) 


Common Stockholders’ Equity 
Common Stock—500,000,000 shares authorized at $1.25 par value 
Issued (248,684,301 shares) 
Par Value — 
Capital i in Excess of Par 


Treasury Stock (at cost: 1986— -20, 351, 602 shares; 1985— oi 543, 631 shares) _ 


Earnings Employed i in the Business 
Total Common Stockholders’ Equity 


Total 


See ee policies) aed notes to Penancial statements. 


PHILLIPS PETROLEUM COMPANY 


Millions of Dollars 
1986 1985 
$ 1,141 676 
1,046 1,645 
507 
106 tiie ale 
2,800 3,144 
316 375 
9,139°7 (OIG ST 
aon mings 
124 TNT GS 
$12,399 14,045 
$ 917 Wee) 
pith ay 1130 
182 iy 
999. he ae 
227 281 
2,231 3,110 
5,757 6,547 
363 On 533 
201 ST 
1,685 1,673 
144 Lae 
ey wee 
10,405 12,120 
270 281 
311 311 
224 213 
(1,241) (1,313) 
(49) (74) 
2,479 2,507 
1,724 1,644 
$12,399 14,045 


Consolidated Statement of 
Changes in Financial Position 


Years Ended December 31 


Dry hole costs and leasehold impairment 
Deferred taxes: 
Other 


Funds from continuing operations, excluding working capital changes 
Working capital changes, excluding changes in cash, short-term investments 


and debt: 
Accounts and notes receivable 


Inventories 

| Prepaid expenses and other current assets 
Accounts payable 
Taxes and other accruals 


Investment Activities 
Capital expenditures, including dry hole costs 


Purchase of net noncurrent assets of acquired companies 
Property sales and retirements ! 

Pension plan reversion 

Investment purchases 

Investment sales 

Other (net) 

Funds provided from (used for) investment activities 


Financing Activities 
Increase (decrease) in notes payable 


Increase (decrease) in long-term debt due within one year 


Additional long-term debt 
Reduction of long-term debt 
Purchase of company stock 
Issuance of company stock 

" Dividends to company stockholders 


Funds provided from (used for) financing activities 
Discontinued Operations 


Increase (Decrease) in Cash and Short-Term Investments 


See accounting policies and notes to financial statements. 


PHILLIPS PETROLEUM COMPANY 


Millions of Dollars 


1986 
$ 234 


1,097 
311 


(222) 


(157) 


1,263 


599 
135 
75 


(414) 


(416) 
1,242 


187 


(24) 
(25) 
11 
(776) 
(15) 
13 
(183) 
(999) 


35 


$ 465 


1985 
56 


1,044 
225 
358 
(94) 

2,129 

33 


B29 
(22) 


(245))(lii) 


(155) 
1,869 


(1,060) _ 


141 
(112) 


SiS 


125 


acelin 
(1,864) 
(4)972))lii) 


Ces 


(654) 


(3,177) 
202 


(1,218) 


1984 


Mee 


391 
246 


(13) 
41 
(12) 
(3,080) 


1,779 
52 
1,032 

(406) 
55 

(362) 
2,150 


(233) 


988 


Consolidated Statement of Changes PHILLIPS PETROLEUM COMPANY 
in Common Stockholders’ Equity 


Millions of Dollars 
Shares of Common Stock Common Stock aia Barninoe 
Held in Par Capitalin  Treasur Translation Employed in 
Issued Treasury Outstanding Value ExcessofPar ——_ Stoc Adjustments _ the Business 
December 31, 1983 _ 154,449,429 1,226,265 153,223,164 $193 A900 00 (62) (81) 5,609 
Net income us _ 810 
Cash dividends declared 
and paid i __ (362) 
Issued in exchange for debt 502,552 (900,000) 1,402,552 1 9 46 ye 
Issued under incentive 
compensation plans (990) 990. un" 
Current period translation 
adjustment (29) 
December 31, 1984 _ 154,951,981 325,275 154,626,706 194 499 (16) Jie 40) 6,057 
Net income | } i oe 
Cash dividends declared 
and paid 
Common ; __ (261) 
_ Preferred i (12) 
Common stock dividend 93,732,320 (53,000,000) 146,732,320 117 (353) 3/252 iilan ee 
Preferred stock dividend “™(28t) 
Sold to employee benefit 
plans (7,240,100) 7,240,100 67 442 Ba ay, 
Exchange offer 72,580,000 (72,580,000) (4,500) wnilialend se 
Stock purchases 8,898,800 (8,898,800) (472) id 
Issued under incentive 
compensation plans _ (20,344) 20,344 vu m e 
Current period translation 
adjustment _ | SLi 
Translation adjustment 
recognized upon 
disposal of foreign 
investments i i (15) it 
Accretion of discount on 
preferred stock (2) 
December 31, 1985 248,684,301 21,543,631 227,140,670 Sul 213 (1,313) (74) verte poOr 
Net income Hl sity AA cae 
Cash dividends declared 
and paid 
Common ANCES) 
hieeterred ain Littl , | Mes 
Issued under incentive 
compensation plans (1,192,029) 1,192,029 11 72 (70) 
Current period translation 
adjustment 1b ny 
Translation adjustment 
recognized upon 
disposal of foreign 
investments 10 
Accretion of discount on 
preferred stock (3) 
December 31, 1986 248,684,301 20,351,602 228,332,699 $311 224 (1,241) (49) 2,479 


See accounting policies and notes to financial statements. 


Accounting Policies 


Consolidation Principles and Investments—The 
consolidated financial statements include the 
accounts of companies owned more than 50 percent 
except for an insurance company and a credit 
company. Investments in these two companies, in 
companies owned 20-50 percent, inclusively, and in 
corporate joint ventures are accounted for using the 
equity method of accounting (affiliated companies). 
Investments in other companies are carried at cost. 


Inventories—Crude oil, petroleum products, 
chemicals and merchandise are valued at cost, which 
is lower than market in the aggregate, mainly on the 
last-in, first-out (LIFO) basis. Materials and supplies 
are valued at or below average cost. 


Oil and Gas Exploration and Development—Oil and 
gas exploration and development-costs are accounted 
for using the successful efforts method of accounting. 


Property Acquisition Costs—Oil and gas leasehold 
acquisition costs are capitalized. Leasehold 
impairment is recognized based upon unsuccessful 
exploratory experience. Upon discovery of commercial 
reserves, leasehold costs are transferred to producing 
properties. 


Exploratory Costs—Geological and geophysical 
expenses and the costs of carrying and retaining 
undeveloped properties are charged against income 
as incurred. Exploratory drilling costs are capitalized 
when incurred. If exploratory wells are determined to 
be commercially unsuccessful or dry holes, applicable 
costs are expensed. 


Development Costs—Costs incurred to drill and 
equip development wells, including unsuccessful 
development wells, are capitalized. 


Depletion and Amortization—Leasehold costs of 
producing properties are depleted using the 
unit-of-production method based on estimated 
proved oil and gas reserves. Amortization of 
intangible development costs is based on the 
unit-of-production method using the estimated 
proved developed oil and gas reserves. 


Depreciation and Amortization—Depreciation and 
amortization of properties, plants and equipment, 
including assets under capital leases, are determined 
by the group straight-line method, individual unit 
straight-line method or the unit-of-production 
method, applying the method considered most 
appropriate for each type of property. 


PHILLIPS PETROLEUM COMPANY > 


Property Dispositions—When complete units of 
depreciable property are retired or sold, the asset cost 
and related accumulated depreciation are eliminated 
with any gain or loss reflected in income. When less 
than complete units of depreciable property are 
disposed of or retired, the difference between asset 
cost and salvage value is charged or credited to 
accumulated depreciation. 


Dismantlement, Removal and Restoration Costs— 
The estimated costs, net of salvage values, of 
dismantling and removing major facilities, including 
necessary site restoration, are accrued currently. 
Accrual methods used are unit-of-production or 
straight-line, applying the method considered most 
appropriate for each type of property. 


Foreign Currency Translation—The U.S. dollar is 

the functional currency for most of the company’s 
operations. Adjustments resulting from the process of 
translating foreign functional currency financial 
statements into U.S. dollars are taken directly to a 
separate component of common stockholders’ equity. 
Foreign currency transaction gains and losses are 
included in income. 


Income Taxes—Deferred taxes are provided for 

all significant timing differences in the recognition of 
revenues and expenses for tax and financial 
purposes. Allowable tax credits are applied currently 
as reductions of the provision for income taxes. No 
provision for U.S. income taxes is made on 
undistributed earnings of certain companies and 
corporate joint ventures because of reinvestment 
plans for such funds. 


Income Per Share of Common Stock—Income per 
share of common stock is determined after deducting 
the dividend requirements of preferred stock and the 
accretion of the excess of redemption value of 
preferred stock over its carrying value. The calculation 
is based upon the daily weighted average number of 
common shares outstanding during the period. 


Notes to Financial Statements 


Note 1—Discontinued Operations and 
Unusual Items 
During 1985, the company announced plans to 
discontinue its minerals operations. Assets associated 
with these operations were sold, abandoned, or 
written down to estimated net realizable value in 
anticipation of their future sale or abandonment, 
resulting in an estimated net loss on disposal in 1985 
of $171 million, net of income tax benefits of $132 
million. This loss included $21 million before-tax for 
estimated operating losses during the phase-out 
period. During 1986, minor adjustments were made 
to the estimated 1985 loss on disposal. The Notes to 
Financial Statements, where applicable, exclude 
discontinued operations. 

Unusual items consisted of the following for the 
years ended December 31: 


Millions of Dollars 
1986 1985 
Special separation programs | $(114) (21) 
Retirement plan restructuring 275 — 
Asset disposition program 212 201 
$ 373 180 


Combined, the above-named unusual items increased 
net income $232 and $136 million in 1986 and 1985, 
respectively. 


Note 2—Inventories 
Inventories at December 31 consisted of the following: 


Millions of Dollars 


1986 1985 

Crude oil, petroleum products and 
_ chemicals $375 472 
Merchandise 12 22 
i 387 494 
Materials and supplies 120) 148 
$507. 642 


Inventories valued on a LIFO basis totaled $325 and 
$393 million at December 31, 1986 and 1985, 
respectively, and would have been approximately 
$292 and $665 million higher, respectively, had they 
been valued using the first-in, first-out (FIFO) 
method. The FIFO values were determined using 
costs and allocations consistent with those used to 
determine LIFO inventories. 


PHILLIPS PETROLEUM COMPANY 


Note 3—Investments and Long-Term Receivables 
Components of investments and long-term 
receivables at December 31 were as follows: 


Millions of Dollars 
1986 1985 
Investments in and advances to 
affiliated companies 
Phillips Petroleum Credit 
Corporation $ — 119 
Walton Insurance Limited 20 15 
Companies owned 50 percent or less 150 161 
Long-term receivables 121 61 
Other investments 25 19 
$316 375 


Earnings employed in the business at December 31, 
1986, included $105 million relating to undistributed 
earnings of affiliated companies. Dividends received 
from affiliated companies were $184, $41 and $41 
million in 1986, 1985 and 1984, respectively. 

Phillips Petroleum Credit Corporation (Credit) 
purchases certain accounts receivable from Phillips 
with funds obtained from short-term borrowings. 
During 1985 and 1984, Phillips received $1.8 and 
$4.7 billion, respectively, in proceeds from the sale of 
accounts receivable to Credit. No accounts receivable 
were sold to Credit during 1986. At December 31, 
1985, Credit held accounts receivable acquired from 
Phillips of $121 million. 

Walton Insurance Limited (Walton) participated in 
the international reinsurance business, including 
insuring certain Phillips risks, until January 27, 1983, 
when Walton ceased writing new third-party 
reinsurance. 


Note 4—Properties, Plants and Equipment 

The company’s investment in properties, plants and 
equipment (at cost) at December 31 is summarized 
as follows: 


Millions of Dollars 
1986 1985 
Exploration and Production $ 8,798 9,395 
Gas and Gas Liquids 2,022 2,093 
Petroleum Products 2,881 2,870 
Chemicals 1,332 1%5338 
Corporate and Other 792 798 
. 15,825 16,689 
Accumulated depreciation, depletion 
and amortization 6,686 6,408 
$ 9,139 10,281 
Assets under capital leases included 
above $ 29 34 
Accumulated amortization 23 23 


Note 5—Debt 
Long-Term 
Long-term debt due after one year at December 31 
consisted of the following: 
Millions of Dollars 


1986 1985 
Floating Rate Senior Notes Due 1995" $1,661. 1,973 
14%,% Subordinated Debentures ut i eo ee Hii f 
_ Due 2000 | HA feisataliel atu OA TEP PE OS _ 1,089 
14% Guaranteed Notes Due 1989 SE TORN 300 
13%% Senior Notes Due 1997, © st 1,299 rh 1,306 
12%% Notes Due September 1, 1992187, 200 
Beemer ne 2000) 70) 1) aya) nn e00 
Dearie ventures rie 2013" (h/t Mason NN MTN 250 
87% Debentures Due 2000 | tu it 149 jin i 
79% Debentures Due 2001 i gg nian ay bs 
5%% Marine Terminal Revenue ay i 
_ Bonds, Series 1977 Due 2007, wil 20 20 
Notes payable to banks, insurance } i 
companies and others due 
through 1993 
gk Aces a) Wh) Oi W390 
At 8%-89%4,6% QA ANU ATL ES Minne? 
At 7%-74,% i th He WIR ae i} ead 
Production payment Feet ae 259 oii Wy 376 
Obligations under capital leases iH i SON AUR Ue Ba 
Purchase obligations 5 6 
$5,757) 6,547 


*Interest ey December 31, 1986 be 1985, aa Aina 9%, 
percent, respectively. 

Maturities of long-term debt in 1987 through 
1991 are: $182 (included in current liabilities), 
$178, $111, $87 and $117 million, respectively. 


Compensating Balances 

The company maintains compensating balances for 
banking services under various arrangements with 
several banks. The compensating balances are not 
legally restricted as to withdrawal and are continually 
reviewed and adjusted based on levels of services and 
activity. The total of all compensating balances is not 
material in relation to total liquid assets. 


Note 6—Other Long-Term Liabilities 
Other long-term liabilities at December 31 consisted 
of the following: 


‘Millions of Dollars 
#1986 sul 11985 
Dismantlement, removal and 
restoration costs 
United States _ $160 IN Nuit Se. 
Outside United States MOONE | 327 
Other 94 72 
$363 Tu 993 


In 1986, the Norwegian government adopted a law 
implementing a grant system, under which the 
Norwegian government will reimburse the company 


for a portion of the actual dismantlement costs. The 
effect on net income was not material. 


Note 7—Non-Mineral Leases 
The company leases bulk and service stations, 
computers and other facilities and equipment under 
both capital and operating leases. 

At December 31, 1986, future minimum payments 
due under noncancelable leases were as follows: 


Capital Operating 
Leases ——_—Leases 
TOE Atcha 1H! ue nS lalun Walignd ul el 
Lasse UMN EI OOULA ENOCH AA MUR LIS COM Pa MUON MEIN 
AS NAUM MAURO ANIE ALAA au Ad tt eA te 
BE ZO  a ei MEY dei 
FS Teles. ANU EAS uF ULM AL NG AA il a sat 10 
Remaining years 1 79 
Total payments* 12 196 
Less imputed interest 3 
Presentivalue i iMAniiit in i) AA al ec A 
Amount included in current 
liabilities 3 
Obligations under capital leases’ $ 6 


Operating lease rental expense for the years ended 
December 31 was as follows: 


Millions of Dollars 


TOBG ili ildluer ood huis fume ore 
Total rentals (0.1) 010) {LAS MATA ge sO aie here 
Less sublease rentals 9 9 8 
Net ‘rentals! $84 Wot 84 


Note 8—Redeemable Preferred Stock 

Each Series A preferred share has a liquidation value 
of $25 and is redeemable at the option of the company 
at prices declining $.25 per share annually from 
$25.50 on May 15, 1986, until the mandatory 
redemption value of $25 per share is reached, with 
required redemption on May 15, 1990. The dividend 
rate is adjusted quarterly based on certain applicable 
U.S. Treasury rates. The dividend rate was 6.6 and 
9.0 percent at December 31, 1986 and 1985, 
respectively. The preferred stockholders do not have 
voting rights unless dividends payable become six 
quarters in arrears, at which time the holders of the 
preferred, voting as a class, have the right to elect two 
directors. No dividends may be paid on common 
stock unless full cumulative dividends on the 
preferred stock have been declared and paid. The 
preferred stock was recorded at fair market value at 
issuance. The excess of the redemption value over the 
carrying value is accreted (added to book value) over 
the life of the issue. 


Note 9—Preferred Share Purchase Rights 

On July 10, 1986, the company distributed a dividend 
of one Preferred Share Purchase Right (Right) for 
each outstanding share of common stock. 

The Rights are not exercisable or transferable, apart 
from the company’s common stock, until after a 
person or group acquires, or has the right to acquire, 
beneficial ownership of 20 percent or more of the 
company’s common stock or announces a tender or 
exchange offer for 30 percent or more of the 
company’s common stock. 

Each Right entitles the holder to purchase one 
one-hundredth of a share of a new series of preferred 
stock for $35. The Rights contain anti-dilution 
provisions under which, in the event the company 
were acquired, or 50 percent or more of its 
consolidated assets or earning power were sold, and 
the Rights were not redeemed, each Right would 
entitle the holder to receive at the then current 
exercise price that number of common shares of the 
acquiring company equivalent to two times the 
exercise price of each Right on the transaction date. If 
a 20-percent or more stockholder were to acquire the 
company by means of a reverse merger, or engage in 
certain selfdealing transactions with the company, 
each Right not owned by such stockholder would 
entitle the holder to buy that number of shares of the 
company’s common stock equivalent to two times the 
then current exercise price. 

The redemption price of the Rights is 8% cents per 
Right. The Rights will expire, unless previously 
redeemed or exercised, on July 10, 1993. At December 
31, 1986, there were 228,332,699 Rights outstanding. 


Note 10—Other Contingent Liabilities 
In addition to the accrued contingent liabilities shown 


on the balance sheet, the company has other contingent 


liabilities for which no provision has been made. 

A number of legal proceedings are pending in 
various courts or agencies in which the company or a 
subsidiary appears as plaintiff or defendant. In 
January 1987, the company received a Proposed 
Remedial Order from the Economic Regulatory 
Administration of the Department of Energy (DOE) 
alleging certain violations of the DOE price control 
regulations relating to crude oil purchases and sales 
in 1979 and 1980. The company believes that the 
transactions at issue are authorized under the terms 
of a Consent Order which it entered into with the 
DOE early in 1980, as well as being permitted under 
DOE regulations. The company intends to contest 
this matter vigorously. An estimate of loss, if any, 
cannot be made at this time. 

At December 31, 1986 and 1985, the company 
was contingently liable for $22 and $21 million, 
respectively, for obligations of affiliated companies 


and others. In addition, the company had contingent 
liabilities at both dates resulting from throughput 
agreements with pipeline and processing companies 
in which it holds stock interests. Under these 
agreements, Phillips may be required to provide any 
such company with additional funds through 
advances against future charges for the shipping or 
processing of petroleum liquids, natural gas and 
refined products. 

In connection with the retirement plan 
restructuring as discussed in Note 12, the company 
has agreed to indemnify the insurance company for 
payment of additional benefits to plan participants 
that would be required should a change in control of 
the company occur prior to January 1, 1988. The 
indemnification liability, estimated at $375 million, 
terminates December 31, 1987, if the insurance 
company has not become obligated to make additional 
benefit payments. As part of the indemnification 
agreement, the company named the insurance 
company beneficiary of a $200 million letter of credit 
which expires on January 5, 1988, unless earlier drawn. 
In the letter of credit agreement, the company agreed 
to certain restrictive covenants including maintenance 
of a minimum cash balance and restrictions on total 
indebtedness and sales or transfers of assets. At the 
option of the company, the letter of credit may be 
prefunded and the letter of credit agreement canceled. 

While it is not possible at this time to establish the 
ultimate amount of liability with respect to these 
contingent liabilities, including those related to legal 
proceedings, the company is of the opinion that the 
aggregate amount of any such liabilities for which 
provision has not been made will not have a material 
adverse effect on its financial position. 


Note 11—Incentive Compensation Plans 

The company has two incentive compensation plans 
that provide awards to key employees. These plans 
are the Incentive Compensation Plan and the 1986 
Stock Plan, which replaced the Long-Term Incentive 
Compensation Plan effective January 1, 1986. In 
anticipation of awards that may become payable 
under the plans, provisions of $10, $14 and 

$11 million have been charged against earnings in 
1986, 1985 and 1984, respectively. 

The 1986 Stock Plan, which includes the Stock 
Option Plan and the Strategic Incentive Plan, is in 
effect for the five-year period beginning January 1, 
1986, through December 31, 1990. The maximum 
number of shares of the company’s common stock 
that may be used to satisfy the 1986 Stock Plan’s 
obligations for the five-year period, subject to stock 
splits, stock dividends and other similar actions, cannot 
exceed 3.5 percent of such shares outstanding as of 
December 31, 1985 (approximately 8 million shares). 


Note 12—Retirement Income Plans 

The company elected to adopt FASB Statement 

No. 87, “Employers’ Accounting for Pensions,’ with 
respect to its U.S. retirement plans, effective January 1, 
1985. Application of FASB Statement No. 87 

increased 1985 earnings $57 million before-tax, 

$31 million after-tax ($.11 per common share). 

The company has defined benefit retirement 
plans covering substantially all employees. Effective 
September 1, 1986, the company’s principal 
retirement plan was restructured into two separate 
plans—one covering active employees and the other 
covering retirees. Annuity contracts, purchased 
from an insurance company, settled the company’s 
obligation for retiree benefits as well as those accrued 
by active employees as of September 1, 1986. On that 
date, a surplus of $125 million of assets remained in 
the active plan. Surplus funds of $379 million were 
returned to the company. 

The active plan is noncontributory and benefits for 
service on or after September 1, 1986, are based on an 
employee’s years of service and average earnings for 
the three highest consecutive calendar years of 
compensation during the 10 years immediately 
preceding retirement. Plans of subsidiaries which 
have not adopted the company’s principal retirement 
plan are generally noncontributory with benefit 
formulas based on employee earnings, credited 
service or both. The company’s funding policy for 
U.S. plans is to contribute the minimum required by 
the Employee Retirement Income Security Act of 
1974. Plans for the majority of foreign employees are 
fully insured, and premiums are expensed when 
paid. Pension cost (income) was as follows: 


Millions of Dollars 


1986 19851984 
U.S. Plans 
Service cost—benefits earned 
during the period 2H ODA, ws $ 23 rey 28 bi 38 
Interest cost on projected benefit 
_ obligation _ ee a ee oy ey TOE ny - 
Return on assets 
pee sehu al AON ce yc) DN ee PRS 8) 00) Ee 
SR Peteme dean N NW BN CN hogy COS MMM MeO NN 
Amortization of 
pe ING eset Neil Jats) tint UL GL tad AS), ah ee AN Mec 
Unrecognized net gains (7) — (37) 
Net pension cost (income) for 
_ U.S. plans — = (G2). (53) edgy i 
Foreign Plans 8 8 uh 
Net pension cost (income) $ (24) (25) pamesvn nil? 


Assumptions Used for U.S. Plans— 1986 1985 1984 
Weighted Average at December 31 i iff ‘ i 
Discount rate iil ae ener dinie) 

Rate of increase in compensation 
levels | Va NN Oza: ar oe 
Long-term rate of return onassets = 9% ers ites 


In determining net pension cost, the company has 
elected to amortize, on a straight-line basis over 10 
years, net gains and losses arising subsequent to its 
adoption of FASB Statement No. 87 effective January 
1, 1985. The restructuring of the company’s principal 
retirement plan in 1986 increased pension cost 

$22 million. 

All the company’s funded U.S. plans have assets in 
excess of the accumulated benefit obligation. Assets 
include commingled funds, a participation right to an 
annuity contract, deposit administration insurance 
contracts and real estate. The following table presents 
the funded status of the plans and a reconciliation 
with (accrued) prepaid pension cost and deferred 
gain on reversion at December 31. 


Millions 
__ of Dollars” 
1986 1985 
Plan assets at fair value $ 158 1,454 
Actuarial present value of benefit obligations 
iivested Benefits) oglu ARPA CAAT ee 
Nonvested benefits 1 39 
ESM USNS tye a LU ce 
Effect of projected future salary increases 105 219 
Projected benefit obligation 153 946 
Plan assets in excess of projected benefit 
obligation _ eke Neer ally ad DS lle eee. 
Unrecognized net gains _ mt : TM MpneT ett 4), (9%) 
Unrecognized net asset (96) (353) 
(Accrued) prepaid pension cost and j 
See ae ON Teo AES) ene? 


The restructuring at September 1, 1986, reduced the 
plan assets $1,316 million, the projected benefit 
obligation $937 million, the unrecognized net gains 
$37 million, and the unrecognized net asset 

$238 million. 


Note 13—Foreign Currency Gains and Losses 
After-tax transaction gains and losses increased 
earnings $87 and $42 million in 1986 and 1984, 
respectively, and decreased earnings $9 million 
in 1985. 


Note 14—Taxes 
Taxes charged to income were as follows: 


Millions of Dollars 


1986 1985 1984 
Taxes Other Than Income Taxes ial al 
Property _ PEAT ei De ae ELUM TMMEORTTIT LetLu ORe 
Crude oilexcise MALATE SSN, AZT 137 
Production) PiiNiiiiitincs ain hinint 57 115 124 
Payroll ‘i CART PU SMe WO2 
Other 21 33 28 
MMIC i 21 0)8 406 405 
Discontinued operations — 6 1 
210 412 406 
Income Taxes 
Federal 
_ Current Ht GSO NS) OY, 
Deferred (165) 193 192 
Foreign heii ini 
_ Current A MUMAASaHL ASU edd ng Dh iA Pca ee 987 
oDeterred MN anata (uid LE CL int 189 es 
State and local (current) 17 19 17 
Leal AMM ACE tH ete ea OIE 458 SOT i liaeeie 
Discontinued operations (12) (144) (26) 
446 1,213 15255 
Total taxes charged to income _ $ 656 Nh 62531) Cor 


Federal income taxes of $193 million were paid in 
1985 related to the purchase of Aminoil Inc. 


Deferred income taxes related to timing differences 
were: 


Millions of Dollars __ 
1986 1985 | 1984 

Depreciation MSHS SB zinl Bil 
Intangible drilling and certain 

other costs _ (47) 114 (14) 
Dismantlement provision | (16) (66) (31) 
Capitalized interest, net of 

amortization |) iii ill) Hiei 26 (WAH 2O} (4) 
Leasehold impairment _ 7) yi h22) (9) 
Contingencies (18) (20) 20 
Unusual items sida 

Special separation programs CLO) NN Wine i aa 

Retirement plan restructuring ——_ (61) eect tA — 

Asset disposition program (86) (86) on 
Other (34) 64 (53) 

| HED ttl (184) 382 220 
Discontinued operations (9) i (117) 4 
$(193) 265 224 


Deferred taxes have not been provided for the 
company’s equity in undistributed earnings of certain 
companies and corporate joint ventures because of 
reinvestment plans for such funds. At December 31, 
1986, 1985 and 1984, the aggregate of these funds was 
$311, $354 and $323 million, respectively, excluding 
amounts which if remitted would be expected to 
result in little or no tax because of available tax credits 
and other deductions. 

The amounts of U.S. and outside U.S. income 
before income taxes and a reconciliation of tax at the 
federal statutory rate with the provision for income 


taxes follow: 
Millions 
i of Dollars 


1986 1985 1984 


Percent of 
Pretax Income _ 
1986 1985-1984 
Continuing operations 


United States $(60) 609 817  (8.9)% 37.3 39.6 
Outside United 
States 752 1,344.1, 3014.0 411.6 82.4 63.0 
sal poukiett AMT ji 692, 1,953 (2,118) i) MO2. Zur hie pez 
Discontinued operations 
United States (18) (322) |. (63). (2.7) eee) 


$674 1,631 2,065 100.0% 100.0 100.0 


Continuing operations 
Federal statutory 
_ income tax 


$318 898 974 46.0% 


Foreign taxes in 
excess of federal 
statutory rate PISS 344 1 1980) e092 eee 


Income taxed at 


capital gain rate 1 G7). ADCO) vo oy Gor A254) NAG) Res 

Business tax credits — (6)_— (26)_~— (33) C9) 3) GG) 

Other 30 31 (46) 4.3 126) (222) 

i $458 1,357 1,281 66.2% 69.6 60.4 
Discontinued 

operations $2) (144) (26) 66.7% 44.7 49.1 


Total income taxes 


$446 1,213 1,255 66.2% 74.4 60.8 


Excise taxes collected on the sale of petroleum 
products and paid to taxing agencies were $168, $166 
and $147 million for the years ended December 31, 
1986, 1985 and 1984, respectively. 

All deficiencies related to the examination of the 
company’s U.S. income tax returns by the Internal 
Revenue Service have been settled through 1974. 
The company is of the opinion that any unsettled 
deficiencies for subsequent years will not have 
a material effect on the financial position of 
the company. 

As a result of the Tax Reform Act of 1986, net 
income for 1986 decreased $19 million, primarily due 
to the repeal of the investment tax credit. 


Note 15—Other Financial Information 


Millions of Dollars 
_ Except Per Share Amounts 


1986 1985 1984 
Interest i 
Incurred _ STAT NM SAAT oO 
Capitalized (56) (51) (46) 
Expensed $685 — 846 314 
Maintenance and repairs— 
expensed $339 387 383 
Research and development 
expenditures—expensed $ 89 107 124 
Dividends declared and paid 
per share 
On common stock 
PreCashe |) ese $ .70 juliet .78* 
__ Preferred stock _ Haters UHH HUN etyp Und 
On preferred stock—cash 2.02 1.04 a 


*Adjusted for three-for-one stock ine in the form of a 200-percent 
common stock dividend effective May 31, 1985. 


Note 16—Segment and Geographic Information 
The company is involved primarily in Petroleum and 
Chemicals operations. Petroleum operations are fully 
integrated and involve the exploration, production, 
processing, transportation and refining of crude oil 
and natural gas, together with the subsequent 
transportation and marketing of products derived 
therefrom. This segment also provides feedstock for 
the production of petrochemicals. Chemicals 
operations involve the manufacture and marketing of 
a broad range of petroleum-based chemical products. 
Miscellaneous operations are included in Other. 
Sales and other operating revenues to outside 
customers and sales within Phillips by business 
segment and by geographic area are at market value. 
Operating profit excludes general corporate revenue 
and expense, interest, unusual items and income 
taxes. The company’s share of earnings of affiliated 
companies has been included with the segment and 
geographic area in which the affiliate operates. 
Intersegment and intergeographic sales are 
eliminated in determining consolidated revenue. 
Profit in inventory resulting from intercompany 
transfers has been eliminated from operating profit 
and the assets of the producing operation. Corporate 
assets are principally cash. 


Analysis of Results by Business Segment 


Years Ended December 31 Millions of Dollars 
1986 — 1985 
Sales and Other Operating 
Revenues to Outside 
Customers 
Petroleum 
Exploration and 
\ production i S$ 1,284 2,110 
Gas and gas liquids 811 tye? 
Refining, marketing and 
transportation 5,955 10,084 
i i ul 8,050 13,316 
Chemicals 1,698 (2,266 
Other 38 54 
—$ 9,786 15,636 
Sales within Phillips 
Petroleum 
Exploration and 
il production $ 1,108 2,131 
Gas and gas liquids 671 ee) 
Refining, marketing and 
transportation 461 638 
Eliminations 
(intrasegment) (1,796) (3,262) 
inl mee 444 622 
Chemicals i 161 241 
Other 26 33 
$ 631 896 
Summary of Income from 
Continuing Operations 
Operating Profit 
Petroleum 
Exploration and 
_ production — i We), 2 nh 879 
Gas and gas liquids (8) 291 
Refining, marketing and 
transportation 458 342 
| cA 705 2pok2 
Chemicals 299 | 219 
Other (17) (2) 
Total operating profit — OS TMU iawn 
Other revenues i AOL 81 
Nonoperating items (904) (2,214) 
it h §$ 234 - 596 
Total Assets 
Petroleum 
Exploration and 
_ production ire _ $ 5,601 — 6,690 
: Gas and gas liquids alt 1,289 — 1355 
Refining, marketing and 
transportation 2,500 2,774 
9,390 10,819 
Chemicals WT 1,053 _ 1,315 
Corporate and Other 1,832 1,749 
Discontinued operations 124 162 
$12,399 14,045 


1984 


2,131 
1,063 


9,930 
13,124 
2,351 
52 


1S)927, 


2,075 
1,205 


681 


(3,297) 
664 
304 

35 
1,003 


1,797 
344 


208 
2,344 
Mood 

(24) 
2,541 
90 
(1,794) 
837 


7,426 
1,458 


3,133 
12,017 
1,498 
2,775 
665 
16,955 


Years Ended December 31 ial Millions of Dollars — 


i apse NN) aes) teas 
Depreciation, Depletion, 
Amortization and 
Retirements 
Petroleum 
Exploration and 
iproctuetiony 5 U5. tot eS UU a CORON ee 
\Gasvand)gas liquids (0000 Oe ee ntieu mee 
Refining, marketing and 
transportation 108 105 100 
DN ota 20 i CS A a 
Chemicals NN aiibllieiscituin uit ee irk sduliy seo 72 NE 67, 
Corporate and Other oz 50 65 
} ( " $1,097 1044 905 
Capital Expenditures— 
Properties, Plants and 
Equipment 
Petroleum 
Exploration and 
DANN tac tse Ie MMOD MN Ma MEN SU llwabbah sate 
Casini gas gues VON 0 Wh Seu Meson Le eee 
Refining, marketing and 
transportation 75 95 109 
ANON ACOA aan Sel aah te 
Gremmicals iC NR 08 SAMBA AT SO MIN uae MOUNT 
Corporate and Other 96 104 106 
9 SP WUE OOO vse athnalee8 


Analysis of Results by Geographic Area 


Years Ended December 31 ___ Millions of Dollars | H 
(fsa) dees ill). Tinea 
Sales and Other Operating 
Revenues to Outside 
Customers 
United States $7,953 12,511 12,457 
WNorwaly (1 "ise. bo aia orl SGT oer a ne eee 
OtherBurope i aka! Sai SE OORT aL eee 
0 Le ON LMA li 2 ML: a2 
Other areas 197 184 261 
; ere ___ $9,786 15,636 15,927 
Sales within Phillips 
United States a yy Ler ROS A EGS) 
INO Way fF Ny Se ae Oa OU es ule es eae 
Other Euro pets ie Scie tn NN AEA On out nae eae 
Ie hd dN A Te 
Other areas 23 ; 23 35 
ip 5 ona! iii $ 406 _ 657 862 
Operating Profit 
United States pe adn ee OPO ue pe nl ae ee 
Norpvay pepe garg 00 S820) OL eg 
Other Ber Oe ese ee 
Atmica ss NR Oy Re TT MOS Ne LOPS ir eae 
Other areas 48 12 (43) 
Lon nna) 7D AO EA 


Years Ended December 31 fF Millions of Dollars 


(1986... 1985 sy ele 

Total Assets 
United States 918/320) 0 ue eee 10,548 
Nemeavid  lavane Mo7i es ees 
Other Europeivi i) 0 ha SEL, 829 ee 
PREC A's i) MMP alice Rec Ms oe 466 
Other areas iu) Nid) 302305 
CorporateandOther 83207492, 775 
Discontinued operations 124 162 665 
i $12,399 14,045 16,955 
Export Sales $ 415 509 448 


Selected Quarterly Financial Data 


pvullions of Dollars ius 


Income 
from 
Continuing 
Sales Operations Net Income 
and Other before Per Share 
Operating Income Net of Common 
Revenues _ Taxes! Income Stock" 
1986 
First,| (0) \)itpavin SB¢O7OHN iia ate SPO iid iy AOS el ek iM nee 
Second 2,301 Ww) i eb SSwy Eine: 8 ; .01 
Thirdy out 2,117 gt) \:240-o oe D113) eee 
Fourth)" ebay 22,298 hey) ‘73 11 Ht .02 
1985 
ES AMID aia OS? amit thane TENE vio) a 
econ ie 2 Sas ee AOS Sa ee 
Third Bea ANON NE ANS: ENA iy! 
Fourth 3,870 663 95 Key 


*Adjusted for three-for-one stock split in the form of a 200-percent 
common stock dividend effective May 31, 1985. 

Due to unusual items in 1986, income from 

continuing operations before income taxes has been 

increased by $138, $306 and $12 million in the first, 

third and fourth quarters, respectively, and decreased 

by $83 million in the second. 

Unusual items in 1985 caused income from 
continuing operations before income taxes to be 
increased by $40 and $222 million in the first and 
fourth quarters, respectively, and decreased by $82 
million in the third quarter. 

During 1985, the company announced plans to 
discontinue its minerals operations as discussed in 
Note 1 to the financial statements. Net income 
includes losses from discontinued operations of $6 
million in the fourth quarter of 1986, and $2, $1, $4 
and $171 million for respective quarters in 1985. 


Oil and Gas Operations 


Proved Reserves Worldwide 


Years Ended a Crude Oil nite i 
December 31 oe _____ Millions of Barrels et Mitel 
United Other Other 
States Norway Europe Africa Areas Total 

Developed and 

Undeveloped 
End of 1983 406 i ees p43) Oe 28 835 
Revisions of 

previous estimates } ke ht 10 bey vil 4. aa a 2 
Improved recovery re depict a ls ae 
Purchases of 

reserves in place a od ‘ te aah _ ee ee) 
Extensions and 
_ discoveries eden ll USE ul ar i 
Production (49) (27) (8) (11) (2) (OZ) 
End of 1984 : 530_ 234 Sor LOO RN 29) 934 
Revisions of 

previous estimates 30 ul 53 8 5 (it 107 
Improved recovery ee Ubeganee — — le 5 
Extensions and 

discoveries _ Ce TRUTHS = UU UA te sat ONE IN 10 
Production (6) (23) 9) 4) 2) (101) 
Sales of reserves in 

place (49) — (2) — — (51) 
End of DORON 466 264 1) ES DG Alanon 
Revisions of 
previous estimates (27) “—(25) | — CD G2) 
Improved recovery = 1 = Soe rl ban 
Purchases of 

reserves in place © i wise Hrvgfhtfh incest tM etn ik 
Extensions and 

discoveries EMGn Haas 86 UT APU He 
Production a (44) Kea (8) (11) (2) (84) 
Sales of reserves in 

place (48) — (85) — — (133) 
End of 1986 RGSS iM Ba0t Aiiiza! Wiss Uh Ga izas 
Developed 
End of 1983 622 189 43 97 28 679 
End of 1984 386 176 ove 88 D7 7 Aa: 
End of 1985 373 194 36 84 BONN 20 
End of 1986 280 176 28 61 301575 


e “Proved reserves” are those quantities of crude oil, 
natural gas liquids and natural gas which, upon 
analysis of geological and engineering data, appear 
with reasonable certainty to be recoverable in the 
future from known oil and gas reservoirs under 
existing economic and operating conditions. As 
additional information becomes available or 
conditions change, proved reserve estimates must 


be revised. 


¢ “Developed reserves” are those portions of proved 
crude oil, natural gas liquids and natural gas 
reserves that are recoverable through existing well 
bores and production equipment and facilities. 


e Extensions and discoveries and sales of reserves in 
place in Other Europe for 1986 include 85 million 


PHILLIPS PETROLEUM COMPANY 


barrels for crude oil reserves in the United 
Kingdom which were added and sold during 


the year. 


e “Proved crude oil” excludes reserves attributable to 
a long-term supply agreement. These reserves are 
located only in “Other Areas” and at the end of 
1986, 1985 and 1984 were seven, nine and four 
million barrels, respectively. Quantities received 
during 1986, 1985 and 1984 were 1,689,000, 
1,643,000 and 220,000 barrels, respectively. 


Years Ended ent Natural Gas _ a hated 
CECE ____ Billions of Cubic Feet 
United Other Other 
plates INouvayi EBrOP eu arcacuilOtal 

Developed and 

Undeveloped 
Endof1983 08416 1,749 182 284 5,631 
Revisions of previous 

_estimates 167 Oke) KON ZES 
Purchases of reserves in 

J AGRSENY NAM NDR SNM AU ee Ue HOP NL A 
Extensions and discoveries 19  — — — —S 2001 
Production (286) =~ (154) (23) ~—— (10) (473) 
Sales of reserves in place (2) — — — (2) 
End of 1984 3,925 1,634 281274 6,114 
Revisions of previous 

estimates De 64D) 23 wp G42) (690) 
Extensions and discoveries = 57 — 3 87147 
PLOMUCHOM bi uildiy dunniininier (S22) iareQL2B) is (26) i (11) (487) 
Sales of reserves in place (53) — (148) — (201) 
Eire ee Malia dij alll'3/58001 1 1662) 463) (25014 ees 
Revisions of previous 

ACS De CE AS SHUM Na mar PON) 7-235) NN 2 A 3 8 
Extensions and discoveries = 67, — 357 54229 
Heng STO (6510) NN Op RO HM) aA 9 al 9 8) 9) 
Sales of reserves in place (39) — (140) — (179) 
End of 1986 3,232 1,313 317282 5,144 
Developed 

End of 1983 3,241 732 182 269 5,424 
End of 1984 3,596 1,634 246 258 5,734 
End of 1985 3,292 825 lly 209 4,503 
End of 1986 3,020 1,252 74 202 4,548 


e The 1985 revisions of previous estimates in Norway 
reserves were the result of the gas-reinjection 
program to reduce the rate of subsidence in the 
Ekofisk field in the Norwegian North Sea. The 1986 
revisions are the result of reducing the 
gas-reinjection program. 


e Extensions and discoveries and sales of reserves in 
place in Other Europe for 1986 include 140 billion 
cubic feet for natural gas reserves in the United 
Kingdom which were added and sold during the year. 


e “Natural gas reserves” are computed at 14.65 
pounds per square inch absolute and 60° Fahrenheit. 


Years Ended Natural Gas Liquids 
December 31 eee aise lish) 


Developed and 


Undeveloped 
End of 1983 144 50 1 195 
Revisions of previous estimates _ Kei Re _ 
Extensions and discoveries |.) udu oy een) ey yaa 
Production iid HAIN (aye i (4) ion (17) 
End of 1984 129 49 Lune? 
Revisions of previous estimates (8) = 7 4— (1) 
Extensionsiand discoveries |) ui ny ie 
PrOdUCHOR A ME TS i Na a 
End of 1985 110 51 1 162 
Revisions of previous estimates 43 (5) o 38 
Extensions land discoveries) 2) 2) WRG 
Brg dHOn TMI i) RL ia eT a ee eT Ea) 
End of 1986 141 43 1 185 
Developed 
End of 1983 140 50 1 191 
End of 1984 129 49 1 179 
End of 1985 109 51 1 161 
End of 1986 141 41 1 183 
Capitalized Costs 
At December 31 Millions of Dollars 
1986 «1985 
Proved properties $7,989. sia 
Unproved properties | aii!) Maul TT Raa Tea ies 
8,798 D399 
Accumulated depreciation, depletion _ AARP He ih 
and amortization 3,776 3,413 
$5,022 5,982 


e “Capitalized costs” includes the cost of equipment 
and facilities that support only oil and gas 
producing activities. Not included are investments 
in natural gas liquids extraction plants and related 
systems, as well as downstream manufacturing, 
distribution and marketing facilities. 


e “Proved properties” includes capitalized costs for 
oil and gas leaseholds holding proved reserves, 
wells and related equipment and facilities 
(including uncompleted well costs) and support 
equipment. 


e “Unproved properties” includes capitalized costs 
for oil and gas leaseholds under exploration, 
including those where petroleum liquids and 
natural gas were found but not in quantities to be 
considered proved reserves. 


Costs Incurred 


1986 
United States Salas hs 130i, 166 309 
Norway tT 3... i Sass 
Oiler Buope lit) (Mi UN Wao) 5) NS 
eat ae MN Na By tes Sone 
Other areas | 1 18 13 32 
Sao 189 280 485 
1985 
United States $ 25 234 348 607 
Norway _ ae RT eae Rt Mie 
Other Europe cath 148 renin ae 
Africa 1 A eam Ree 
Other areas ] 2 Nh 54 tt 11 67 
Siey, 365 501 893 
1984 
United States $1,570 B17") al 
Norway i A uae ase imate 
Other Europe 106i ued yess cue il ae 
ee eee a ea eer: 
Other areas 14 55 8 77 


AUN NRG _ Millions of Dollars ill Fi 
Eee een LEMP Ora On SVC ea 


i a7 ie Nae come 


“Costs incurred” includes both capitalized and 
expensed items. 


“Acquisition” includes the costs of acquiring 
undeveloped oil and gas leaseholds. In 1984 it also 
includes proved properties of approximately $1.2 
billion in the United States and approximately $110 
million in the remaining areas resulting from the 
acquisition of Aminoil. 


“Exploration” includes geological and geophysical 
expenses, cost of carrying and retaining 
undeveloped leaseholds, and exploratory drilling 
costs. 


“Development” includes the cost of drilling and 
equipping development wells and building related 
production facilities for extracting, treating, 
gathering and storing petroleum liquids and 
natural gas. 


Statistics 


Net Crude Oil and 
Natural Gas Liquids 
Production 1986 1985 1984 


Thousands of Barrels Daily 


Crude Oil 
MIME OFALeS NN lalalime aly ik 124 154 136 
eT a an <7 Mii RRA 
Other Europe 23 aT unod 
Africa RT Cae aN Nes: 
Se eT i Me 
238 281 268 
Natural Gas Liquids 
United States Plant 
Production from leasehold gas 36 31 33 
- Production from purchased gas —s156 sid‘ (Si 
Ra emee UW Buunieasnaliiiin. <ul AO: 192 _ 180 
Norway production from ai [ 
leasehold gas 10 12 12 
202 204 192 
i ITOH COMPUT AA ELLs VARs oC ac MUG a cose BA 460 
Net Natural Gas Production Millions of Cubic Feet Daily 
United States — MAN LOWEN ESO JAN Hn OMS 
Bie An Mmrame a ULI MOL Se RZ UN ues MINN nee es 
po tereated e CemM MUA UII eon aku emn LN MZ er RNR 
Other areas 29 31 19 
dite TALON EE 00 TN 288 
Average Sales Prices FeO eeOO Me Nuuineoe 
Crude Oil—Per Barrel 
United States $13.83) |) 24:56) 26.25 
Nopcayt tu 14.98 27.55 29.44 
Other Europe _ Ha HS GO eZ on Ml 2e.20 
Area Wy wnt Wht i aacoa ih Mieri7en ll 28.93 
Other areas Hg e100) WNW SAOn oes 
Natural Gas Liquids—Per Hii cu 
Barrel 
United States EB eho) 14.80 
Norway eta iol li 14.11, PTS Coit o.74 
Other Europe . 16,040) 24027) 25062 
Natural Gas—Per Thousand 
Cubic Feet 
United Statesilease i li iin noi ii Mudtn Oui li iuiMun Se OO Mani ieee 
United States lease and 
natural gas liquids plant* DON sreoull le oe 
Norway ee ee a 
Other Europe 1 ‘ioe IM ESSZATN IMUM eae TNE 1.29 


Others 3s il ees nN IA dato ii ee Mh MiB 
*Excludes sales of liquefied natural gas from Kenai, Alaska. 


Average Production (Lifting) Costs*— 


Per Equivalent Barrel of Oil 1986 — Ht 1985 1984 
United States (MMi (WM Onit  S4e8s cn Cima Nels 
Norway eT TT a AN RS: 4.58 
Other EMrg ee i IMINO 2.06 INN NT oe 
A TR an 5.57 7.39 
Other areas 3.55 i 5.20 10.01 


*”Production (lifting) costs” consists of costs incurred to operate and 
maintain wells and related equipment and facilities used in the production 
of petroleum liquids and natural gas. Also included is the U.S. crude oil 
excise tax of $13, $127 and $137 million in 1986, 1985 and 1984, 
respectively. It does not include depreciation, depletion and amortization 
of capitalized acquisition, exploration and development costs. 


Acreage at December 31, 1986 Thousands of Acres 


Gross Net 
Developed Ae ih nt 
EMRE hee TN AOU ace 
TNOESY aM ELAN UV RRA 
Omer ee 0 nS cs 
Africa UTR UI EL UARCTERRA CH CC 33 
Other areas” 388 Hea 
dase POA ARR Hi 3,170 © i 1,867 
Undeveloped 
United States INR LENORE UTIL seer, 
Ne ee EEE th 4012276 
Other Europe ii (jh)! Ie LA IAAM UR AIRAR Es AUNMU UL tat le Ze 
A TS eco ese 
Asiall Mn Sta iiss 
Canada Waal 8,929 2,277 
251357011), 10,700 
Net Wells 
Completed* Productive iii ii sicue iiss Sven mMll Ne 
1986 1985 1984 1986 1985 1984 
Exploratory HATA i " 
Wasted States il iii iii 20 PLS ESA MMn eee MERCI oe 
Norway CSUN std wet loc ec 
Ag AV 05 8M ITP ania AU aga Teel UR Scie 
He TET TT Tee TE TE ar re 
Other areas 2 — — 3 1 4 
wilt IA OAL 12 16 18 (27) AB inili'59 
Development 
United States 81 208 242 11 18 27 
ei on TA 
Asa ANSE Au LMA 8 Ue A 0 eA a MN 
Gear EH NOAM SRN Tet MT 2 iM ETS thle 
Other areas 6 5 19 1 2 
88 214 ZEA NY ZL Mabe U Woe 


*Excludes farmout arrangements. 


Wells at Year-End 1986 


In Progress* UNI AL Ee LEG UINe  A 
ARTA at ee Ot 
Gross Net Gross Net Gross__—Net 
United States 223 62 34,398 7,861 5,563 2,749 
Norway _ Pas AE SUH Net UM st 
Other Burope tN ASy I UNIAN LAPUA In ore : 
Agsica ti) AINSI 206 AT TESS ra 1A Na 
Other areas 30 11 1,030 367 333 99 
LE lia E78 SEN BB AES SES LO ON hime a Nine Od 
*Includes wells which have been temporarily suspended. = 2 
**Includes 1,342 gross and 516 net multiple completion wells. 
Results of Operations 
—____ Millions of Dollars aman 
United Other Other 
States Norway Europe Africa Areas Total 
1986 
Sales _ ey $ (571 4 a14) 129 i 3 50 1,167 
Transfers 582 317 22 139 4 1,064 
Totalrevenues 4,153) 731 SL 14254 2,231 
Production (lifting) 
costs _ OAs av 460 { 256 a 25 ln 62 il 200 823 
Exploration 
expenses: hin) 101° df 5 Wh 17 uh ail 15 145 
Depreciation, 
epletion, 
amortization and 
retirements 732 106 84 128 18 1,068 
RCRD NMOS i EO) Or nO eae NAT MU 
Provision for 
income taxes (72) 279 11 53 — 271 
Results of 
operations for 
producing 
SCUVIFES NMR ea MOS) i PGS. (14s EOS) i eS) 
1985 
Bales iil NN BON OAZ We O98 le 28S 5/26 aoe: ae 
Transfers ileal: 634 — 301 —=9 2047 
faachitten teuthsess ll lieesbisnd | | une Rea CIN taken 
Production (lifting) 
HCOSES NU UIE CUR UNO ul COIL OOM emo nak: 
Exploration 
a8 ce ON DRESS ICS ty Ha Ur a 2-28 
Depreciation, 
epletion, 
amortization and 
retirements 587 139 102 69 D2EMOTS 
ASIA TRE S77 847 1380183 (10) 1,727 
Provision for 
income taxes 260 672 79 201 — 1,212 
Results of 
operations for 
producing 
activities © tf $ 317 175 ot CES) TAO) 9 515 


SEN ee 


United Other Other 
States Norway Europe Africa Areas Total 

1984 
Sales fy 8 985 022 284 26 ee 
Transfers 949 761 — 292 — 2,002 
_Totalrevenues 1,934 1,383 28431889. 4,008 
Production (lifting) 
meosts 659 247A 1,048 
Exploration 
jexpenses ps 2 ee 
Depreciation, 

epletion, 

amortization and 

retirements 518 141 101 53 49 862 
SN RN Ath ait 561 983 129 177 (45) 1,805 
Provision for 

income taxes 264 806 107 184 Pr 362 
Results of 

operations for 

producing 
_activities S$ 297 177 2 ee 


e “Sales” excludes revenues received from operation 
of natural gas liquids extraction plants and related 
gas systems. Transfers are valued at prices which 
approximate market prices. 


e “Production (lifting) costs” consists of costs 
incurred to operate and maintain wells and related 
equipment and facilities used in the production of 
petroleum liquids and natural gas. Also included 
is the U.S. crude oil excise tax of $13, $127 and 
$137 million in 1986, 1985 and 1984, respectively. 

It does not include depreciation, depletion and 
amortization of capitalized acquisition, exploration 
and development costs. 


e “Exploration expenses” primarily includes 
geological and geophysical expenses and the cost of 
carrying and retaining undeveloped leaseholds. 


e “Provision for income taxes” is computed by 
adjusting each country’s income before income tax 
for permanent differences related to the oil and gas 
producing activities that are reflected in the 
company’s consolidated income tax expense for the 
period and then multiplying the result times the 
country’s statutory tax rate. 


e “Results of operations” should not be equated to 
net income since no deduction has been made for 
such costs and expenses as distribution, selling, 
administrative and interest. 


Standardized Measure of Discounted Future Net Cash Flows Relating to 


Proved Oil and Gas Reserve Quantities 


United 


Loe. Wie Millions of Dollars My a AA 


Other Other 

States Norway Europe Africa Areas Total 
1986 
Bimrecashinflows 8 $9,137 Ue ea MME SSS iN a8 S57 TES 2 9S 
Future production costs ri te (8,136) G46). 5 263) 1) (252). | 72 ann a ay6) 
Future development costs 1 9G) EE 2) NE ES 7) ROE NZ) A ENCE AZ) NO CES) 
Future income tax provisions (1,255) (4,371) (265) (960) (53) (6,904) 
_ Future net cash flows ; PERL y ON ie Peel AOS si OOS NTT MOSH SAR AT GR 5,898 
10% annual discount (1,707) (680) (73) (75) (169) (2,704) 
Discounted future net cash flows AUDI MN ithe ve 2, OSS uh I IMME een Ou yo OL MEY oD, JOSH 107 3,194 
1985 
Future cashinflows ee u $18,492 4298026221463 85,049 
Future production costs _ To RE (6,642) sayin. (86) Ue GAIN Wee) aly (9,67) 
fee eetcpmentcostss PA) srs aos mi Mi 85) MME ray Ts za) NMC G49) 
Future income tax provisions (3,825) (6,509) (846) (1,945) (263) (13,388) 
_ Future net cash flows - Pinky Wiee2 enh APR A 6,512 SES ri HN ZEB ncO2 450" 9,335 
10% annual discount (3,289) (898) (70) (93) (262) (4,612) 
Discounted future net cash flows | Li 3,223 A) MOMMA MReOOSMMMMNML culmea und LOS nN EBS WOM seo 
1984 
Future cash inflows ; ’ Ae 820,649 0 NF TS Z8E ahinanl) AAG OO as Un meee Ourier mis DOSY Nie sah AO, de 
Future production costs 7,078) eee ts) Gait 2 esau i eadoes 
Future development costs : é eb | UP TRIR 27 5S) Nr UNC 24 PTE ce) Han) EOO) Ei O6o) 
Future income tax provisions (3,833) (8,102) (801) (1,779) (194) (14,709) 
Future net cash flows _ Uo anne ee WP OUNINN cee aM | 0279E e2  ecAR | QT 
10% annual discount (3,657) (986) (106) (107) (211) (5,067) 
Discounted future net cash flows _ i TES:3 636 NT aes Loca OOS ANU Geos: 188 ioool 


e “Future net cash flows” is computed using year-end prices and costs and appropriate statutory tax rates that 
relate to existing proved oil and gas reserves in which the company has mineral interests. 


Sources of change in the standardized measure of 
discounted future net cash flows are as follows: 


Millions of Dollars 


198619851984 

Revenues less production costs 
_fortheyear ——~—~—=«i 408) (2, 873) (2,960) 
Net changes in prices and 

production costs forthe year (5,313) __ Wet (157) 
Extensions, discoveries and 

improved recovery less 

estimated future costs _ 1,019 — [i?22.°) sa 


Development costs incurred for 
DOV EAT sieatine. ipa 200.) oD’ Se 


Purchases of reserves in place 


_less estimated future costs 0 Lae 

Sales of reserves in place less 

_estimated future costs | O72) temo (OBS) wren enn 

Revisions of previous quantity 

Postiaie sae esa 1 AN i i 2h) ems 

Accretion of discount mATARS Dal O07 ea eee 

Net change in income taxes 3,521 311 85 
toe?) O78) 


e “Net changes in prices and production costs” is the 
beginning of the year reserve quantities multiplied 
by the net annual change in the per unit sales price 
and production cost. 


e “Purchases and sales of reserves in place, and 
extensions, discoveries and improved recovery” are 
production forecasts of the applicable reserve 
quantities for the year multiplied by the end of the 
year Sales price, less future estimated development 
and production costs, discounted at 10 percent. 


e “Accretion of discount” is 10 percent of prior year’s 
discounted future cash inflows less future 
production and development costs. 


e “Net change in income taxes” is the annual change 
in the discounted future income tax provisions. 


Five-Year Financial Review PHILLIPS PETROLEUM COMPANY 


Millions of Dollars Except as Indicated 


1986 1985 1984 1983 1982 
Selected Income Data RHR WN sing . eS 
Sales and other operating revenues $ 9,786 15,636 15,527, 15,248 15,697 
Income from continuing operations Hi a sa aiata Ae hoe ems 96 Rr 837 , 760 Oe 
Net income NT A A SS Ae Un i Ge es10 721 646 
Selected Balance Sheet Data 
Current assets _ 2,800 3,144 4, 602 ; 2,895 | 227200 
Properties, plants ; sand ‘equipment (net) Hi rn ae ro if 9,139 (UNTO) 281 11,188 9,170 8,165 
Total assets TT ea (12,399 14,045. 16,955), 13, 08eamin aaraze 
Current liabilities i At La aaa aR Wate 251 unto. \lat eo eds =. 877° 1 2,691 
Toigcteren Hebe ay iit MAA AT HIMES AAR MPS NCAA pau Fs i Rs 7e7 0S oed7.|| 8 Bae 2,242 1,955 
Deferredincometaxes = —t™S 11) Rea AT ei Minin tna.ess... Manors 1,433 ; a 210 Sil 838 
Redeemable preferred stock LARA, Aa COTO I mmReRT es es i cs 
Common stockholders’ equity aT aia penne ell 724") Ml nieess 6,624 6149 | ae 
Selected Statement of Changes in Financial Position Data 
Funds from continuing operations 1,263 pI Wat) 2,233 2,016 1952 
Capital expenditures ATT HK aS ili ii ae i ii . Bite 
xploration and Production 349 680 747 706 1,080 
~ Gas and Gas Liquids i a a Tag age 320 as ee 
~ Petroleum Products ii A a Pa TB lld? WgeiOs 109 bee Waaese 
Wehemucals Min seen une Nn ial ih eine OF: 46 45 ees a i is eS 
Comormcandomer Mm tte i inlining 104 ‘ftoe! i) 07 Na 
iitirecat a a i ie Ges MVITOGS 1,368) | 1128) ies 
Purchase of net noncurrent assets of acquired companies | BRST, i Lane — 1,784 1,229: ah Wane 
Dividends paid _ ee) HC Hai qty Tei... 
On common stock 159 542 362 337 336 
On preferred ptoek i Me i ae oe ie 12 ee RE ee 
Other Data 
Net income 
As percent of total revenues 2.3% 2.6 5.1 4.7 4.1 
AS percent of. average total assets (FET i at peal lle 7% i pag 6.0 Piss apes: 
As percent of average common stockholders’ ¢ equity mh ape ius 13. ete cae a 12,7, (12:3 Nonlin as 
Percent of long-te: -term ¢ debt to capital ieee ated diy fin. | 74. 3% T7730 Boo oe eee 
Current ratio He DN De ide is, an ult 1,3 ET Te Soe Ren i 
Per average common s share outstanding* ies MOD iil Ac aah ies An sr dine 
Income from continuing operations So 2.07 1.81 1.65 1.53 
~ Net income OT ae ae aR a ae ne ioe aE hy ee stay ches 
Cash dividends declared Tana Hay ae a a ae, 3 ee 
Common stockholders’ equity per iShares ily ike Ath NAINA NWRODRI A | eas) end ee a ae “IeS7 
Market f price per common share* a ea rs ue i 7 i} 
_ High $ 12.63 Lyn, 18.75 12.96 13.58 
Low hh aN i vay a pun ok ile: to inl Wes ib ea Se) 9.79 ARs 
; Close DTTP ONIN Pe OUTS ane ARI ORS aa esi imin Fon oman mR anOD 11.50 ~ 10.88 
Common shares outstanding at year- -end (in millions)* Cry ae Wil) o08)3 Nmiao7 tl 463.9 450.7 a6 014 
Common stockholders at year-end(inthousands) = 1090 833 113.4 119.8 123.1 
Total payroll including employee benefits FT er O56 Mul iim 1SON impelled 1,192 S278 
Employees at year- -end (in thousands) i A i Ae a Aa enae za suai uroses shi 2O:3 28.4 29.6 


“Adjusted for three-for-one stock split in the form of a 200-percent common stock dividend effective May 31, 1985. 


Five-Year Operating Review 


Exploration and 
Production 


Net Crude Oil Production — 


United States ene aU bali a 154 f 136 127 112 
Serer LG) alates: lla Ahi: Ae:" 
canaghe Wi ANG: ANTS? ol ae 
Africa luisa anal 32 28 allies 
TE ie Ge: aa a ca 
LL Se er Swill iibyloiit 
Latin America 5 4 il gain in 
DIU UARE ___ 238 281 268 247 225 
Net Natural Gas 
Liquids Production 

OE OY. Fein! it Oi rage 12 14 12 
Gas and Gas Liquids G92 oo yy sO blo 148 
2 § ZO2 0) Wy 204 yy N92 diy WAZ 1 160 


Net Natural Gas 


Production _ Millions of Cubic Feet Daily __ 


Giedictates iis 820/876 |) 843! || 799.) 789 


Norway ae 217 327° i 364 381 ii 404 
Other Europe _ De as, PEM MOL A auae COS UN G7 
Canada 29 3) 19 24 _— 
ith 1,220 1,306 1,288 1,266 1,260 


Net Oil and Gas Acreage Millions of Acres _ 


Re EAE S Wisi t i! orl, ot OL 7 dale SMa tia 8 
Europe _ Bu laa 2 a 2 
Africa i ut ean na! eles PANN TY 
Canada i> an uated vl Got aula oe 
Southeast Asia __ WN gid idl Re roe Pred aes 
Latin America _ : sail = e! oa) 1 
Australia and 

New Zealand _- — - il 1 
sha i 13 15 24 24 33 
Oil and Gas Wells Net Wells 
United States ivf A ‘iain 
eo aE hy sutteta 7,861 9,077 9,207 8,210 6,439 
_Gasandcondensate —2,749 2,805) 2, TAS 2rofe ie oao 


Outside United States 
All wells 576 542 561 473 132 


11,186 12,424 12/512) ) 11,256 8,894 
Well Completions 
United States 
Exploratory _ _ 32 59 Pee eid ee tn Lana 
Development eee ee: 
Outside United States 
Exploratory 7 ) ike) MMAR Ua e) 
Development 8 8 Zs, 7 5 
139 298 373 268 _—326 


PHILLIPS PETROLEUM COMPANY 


Gas and Gas Liquids 
(United States) TOBE 111) /) 1985) |!) 1984.1) 1983)! | 1982 
___ Millions of Cubic Feet Daily 
Natural Gas Purchases 
From unaffiliated entities 1,531 1,542 
From consolidated 
operations 395 378 396 397 388 


at tate MNRAS NINA AL ae 


_ 1807 1,222 1,215 


Natural Gas Processed 2,041 2,160 1,858 7S e700, 


Natural Gas Sales 


Natural gas" Elves (leach MNS ali 


Liquefied naturalgas 96 101. #101 «4101 # % 
UE A Ly LOS LN BAS Ae MeO y ye 


Net Natural Gas Liquids 


Plant Production* i acess aA OE IN lal 


Fromleasehold gas 3631338 
From purchased gas 156 161 147 134 120 


192) 1 AO) SO inten Mle 


*See Exploration and Production above for total company production. — 


Petroleum Products 


Refinery Operations 
United States 


Siserche ENG eae ORNL IAM estea aaa MeL es SP cae MM eal 
Pera de pens) Peller OMNIA 22 Li Uae uniiu2OO N27 


Natural gas liquids 
processing capacity 223.223 


193 LS? 
August 1, 1982. 


Petroleum Products Sold 
United States 


__ Automotive gasoline 243289218 212 2:16 
pg AivebOn BLS AMO adie tu R pol ddd Opto i, need ui 29 
Distallates Meh ie inning alin S EN PH weal wien y SA vigil 27 
Liquefied petroleum gas 99 1089598108 
Other products 47 59 35 38 31 
He UPA aL UA cA <2 456 452 461 
Outside United States 41 47 51 53 52 
Lad HERE SME SIU LAN INES SRS 
Marketing Outlets 
(in thousands) 12 12 11 12 14 
Chemicals Wl villions of Pounds 1)" 


Ethylene sales  =———s'803—s«#8312 481 539 406 


Polyethylene sales 4,410,508 1.958 12541049 


Board of Directors and Principal Officers 
As of March 1, 1987 


Directors 

George B. Beitzel, 58, Senior Vice President and Director 
of International Business Machines Corporation; Armonk, 
N.Y. Elected to Phillips board 1980. Also a director of 
FlightSafety International, Inc., Rohm and Haas Company, 
Roadway Services, Inc., Bankers Trust New York 
Corporation and its subsidiary, Bankers Trust Company. 


(1), (3), (4) 


*Michael N. Chetkovich, 70, Consultant to the Dean 
and Lecturer at the School of Business Administration, 
University of California, Berkeley, and former managing 
partner in the accounting firm of Deloitte Haskins & Sells; 
Atherton, Calif. Elected to Phillips board 1980. Also a 
director of American International Group, Inc., and 
McDonnell Douglas Corporation. (2), (5) 


Glenn A. Cox, 57, President and Chief Operating Officer. 
Elected to Phillips board 1982. Also a director of 
BancOklahoma Corp. (1) 


James B. Edwards, 59, President of the Medical University 
of South Carolina, former U.S. Secretary of Energy and 
Governor of South Carolina; Charleston, S.C. Elected to 
Phillips board 1983. Also a director of J.P. Stevens & Co., 
Inc., The South Carolina National Bank, Burris Chemical, 
Inc., Telecommunications Systems, Inc., Brendle’s, Inc., 
SCANA Corporation, Chemical Waste Management, Inc., 
Encyclopaedia Britannica, Inc., and Imo Delaval Inc. (1), 


(3), (4) 


Robert F. Froehlke, 64, Chairman of the Board of Directors 
of The Equitable Life Assurance Society of the United 

States; New York, N.Y. Elected to Phillips board 1984. Also 
a director of Rexnord, Inc., and Square D Company. (3), (5) 


E. Douglas Kenna, 62, Partner of G.L. Ohrstrom & 
Company, a private investment group; Palm Beach, Fla. 
Elected to Phillips board 1977. Also a director of Burnley 
Corporation, Carlisle Corporation, Fleet Financial Group, 
and Heritage Communications Corporation. (2), (4) 


Melvin R. Laird, 64, Senior Counsellor for National and 
International Affairs for The Reader’s Digest Association, 
Inc.; Washington, D.C. Elected to Phillips board 1976. 
Former nine-term U.S. Congressman, Secretary of Defense, 
and Presidential Counsellor. Also a director of Northwest 
Airlines, Inc., Commercial Credit Company, Metropolitan 
Life Insurance Company, Science Applications International 
Corporation, Communications Satellite Corporation, 
Martin Marietta Corporation, IDS Mutual Fund Group, 
and Public Oversight Board of the American Institute of 
Certified Public Accountants. (4), (5) 


Carol C. Laise, 69, Former Director General of the U.S. 
Foreign Service, former Assistant Secretary for Public 
Affairs in the State Department and former U.S. 
Ambassador to Nepal; Washington, D.C. Elected to Phillips 
board 1979. Also a director of the American Security Bank. 


(2), (5) 


David B. Meeker, 61, Former Chairman of the Board of 
Directors of Hobart Corporation, a manufacturer of food 
equipment and home appliances; Troy, Ohio. Elected to 
Phillips board 1976. Also a director of Armco Inc.; Bank 
One, Dayton, N.A.; Dayton Power and Light Company; 
J.C. Penney Company, Inc.; Square D Company, and 
Sterling Drug Inc. (3), (4) 


C. J. Silas, 54, Chairman of the Board of Directors and 
Chief Executive Officer. Elected to Phillips board 1982. Also 
a director of The First National Bank and Trust Company of 
Tulsa. (1) 


Robert G. Wallace, 60, Executive Vice President. Elected to 
Phillips board 1982. Also a director of UBT Bancorp, Inc. 
and its subsidiary, Union Bank and Trust Company, CBI 
Industries, Inc., and Valmont Industries, Inc. 


W. Clarke Wescoe, 66, Retired Chairman of the Board of 
Directors of Sterling Drug Inc., a diversified 
pharmaceutical company; Allentown, Pa. Elected to Phillips 
board 1963. Also a director of The New York Stock 
Exchange and an advisory director of Irving Bank 
Corporation and its subsidiary, Irving Trust Company. 


(1), (2), (3) 


Dolores D. Wharton, 59, President of The Fund for 
Corporate Initiatives, Inc., a nonprofit organization devoted 
to strengthening the role of minorities and women in the 
corporate world through professional development and 
upward mobility programs for younger executives; New 
York, N.Y. Elected to Phillips board 1976. Also a director of 
Gannett Co., Inc., Kellogg Company, and Golub 
Corporation. (3), (5) 


Francis M. Wheat, 66, A Senior Partner in the law firm of 
Gibson, Dunn & Crutcher; Los Angeles, Calif. Elected to 
Phillips board 1976. (2), (5) 


*Mr. Chetkovich retires from the board April 30, 1987. 
(1) Member Executive Committee 

(2) Member Audit Committee 

(3) Member Compensation Committee 

(4) Member Nominating Committee 

(5) Member Public Policy Committee 


Officers 

C. J. Silas, Chairman of the Board of Directors and Chief 
Executive Officer; officer since 1976. 

Glenn A. Cox, President and Chief Operating Officer; 
officer since 1974. 

Leonard M. Rickards, Executive Vice President; officer 
since 1977. 

Robert G. Wallace, Executive Vice President; officer since 
1977. 

R. E. Bonnell, Senior Vice President Finance; officer 
since 1978. 

William G. Paul, Senior Vice President and General 
Counsel; officer since 1985. 

K. L. Smalley, Senior Vice President; officer since 1980. 
Bill M. Thompson, Senior Vice President; officer 

since 1983. 


Other Corporate Officers 

W. E. Barr, Vice President Engineering and Procurement 
C. L. Bowerman, Vice President Marketing 

Petroleum Products 

J. Thomas Boyd, Vice President Public Affairs 

C. FE Cook, Vice President Research and Development 

J. W. O'Toole, Vice President and General Tax Officer 
Richard I. Robinson, Vice President Refining 

John N. Scott, Vice President Federal Relations 

Ray G. Steiner, Vice President Supply and Transportation 
D. J. Tippeconnic, Vice President Human Resources 

J. Bryan Whitworth, Vice President Government Relations 
James A. Kelly, Comptroller 

J. J. Mulva, Treasurer 

Lewis E. Burnham, General Auditor 

G. C. Meese, Secretary 

J. M. Doyle, Assistant Treasurer 

Leonard F. Francis, Assistant General Tax Officer 

D. L. Cone, Assistant Secretary 

Terry B. Nance, Assistant Secretary 


Management and Board of Directors Changes 


The following changes concerning Phillips management 
and directors took place or are taking place in the early 
months of 1987: 


® Michael N. Chetkovich, director, will retire from the 
board April 30, having reached the mandatory retirement 
age for directors of 70. 


¢ C. M. Kittrell, formerly executive vice president and 
director, elected to take early retirement, effective 
March 1. 


¢ Owing to the retirement of C.M. Kittrell, Bill M. 
Thompson was named senior vice president planning 
and technology, effective February 1. W.E. Barr, R.E. 
Bonnell and D.J. Tippeconnic assumed various other 
responsibilities of Mr. Kittrell. As part of this realignment, 
Mr. Barr, formerly vice president engineering services, 
was named vice president engineering and 
procurement. 


These personnel changes took effect during 1986: 


e D. J. Tippeconnic, formerly manager Sweeny refinery, 
was elected vice president human resources, effective 
June 13. 


e W. R. Thomas, formerly vice president human resources, 
retired June 12. 


e J. J. Mulva, formerly assistant treasurer, was elected 
treasurer June 9. 


e Bill M. Thompson, formerly vice president planning and 
development, was elected senior vice president planning 
and development June 9. 


e James A. Kelly, formerly controller exploration and 
production, was elected comptroller April 29, effective 
May 1. 


e W. E. Thomas, formerly comptroller, retired April 30. 


Stockholder Information 


Annual Meeting 

Phillips annual meeting of stockholders will be held 
at 10:00 a.m., April 30, 1987, at the Chicago Hilton 
Hotel, 720 S. Michigan Ave., Chicago, Ill. Notice of 
the meeting and proxy material are being sent to all 
stockholders. 


Information Requests 
The company welcomes your comments about its 
operations or any aspect of its business. Please write 
to one of the addresses below, or contact Phillips 
investor relations office in New York City 
(212/397-9766) or Bartlesville (918/661-5139). 
Questions regarding stockholder records, stock 
certificates, dividends or the dividend reinvestment 
plan should be directed to stockholder records in 


Bartlesville. Please write to the company’s Bartlesville 


address in care of the stockholder records section, or 
call toll-free, 1-800-356-0066 (in Oklahoma, 
1-800-722-0660). 


Form 10-K 

Copies of the company’s annual report on Form 
10-K, as filed with the Securities and Exchange 
Commission, are available, without charge, by 
writing to G.C. Meese, Secretary, Phillips Petroleum 
Company, Bartlesville, Okla. 74004. 


Annual Contributions Report 

Copies of the company’s Annual Contributions 
Report are also available, without charge, by writing 
to G.C. Meese. 


Principal Offices 
Bartlesville, Okla. 74004 


630 Fifth Avenue 
New York, N.Y. 10111 


306 S. State Street 
Dover, Del. 19901 


Stock Transfer Offices 

Manufacturers Hanover Trust Company 
Corporate Trust 

450 W. 33rd Street 

New York, N.Y. 10001 


Montreal Trust Company 
15 King Street West 
Toronto, Ontario 
Canada M5H 1B4 


Registrars 

Manufacturers Hanover Trust Company 
Corporate Trust 

450 W. 33rd Street 

New York, N.Y. 10001 


Canada Permanent Trust Company 
20 Eglinton Avenue West 

Toronto, Ontario 

Canada M4R 2E2 


Selected Subsidiaries 

Applied Automation Inc. 

Phillips 66 Company 

Phillips 66 Natural Gas Company 
Phillips Driscopipe Inc. 

Phillips Fibers Corporation 

N.V. Phillips Petroleum Chemicals S.A. 
Phillips Petroleum Company Europe-Africa 
Phillips Petroleum Company Norway 
Phillips Pipe Line Company 

Phillips Puerto Rico Core Inc. 
Philtankers Inc. 

Provesta Corporation 
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